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Soldier Settlement: Revising the Oldest Rehabilitation 
Prospectus | 
By ROBERT ENGLAND* 


HE soldi, given to soldiers in ancient 

Rome as their pay, is linked at least 
etymologically with the word for “‘ce- 
real.” In early ages every Roman had 
been a landowner and every landowner 
a soldier, serving without pay. To fight 
was as essential as to plough. By the 
fourth century the cash nexus estab- 
lished the legions as commercial; the 
wealthy withdrew from service and the 
poor saw it as a trade. But Rome in its 
earlier history had been accustomed to 
find its soldiers from the land; and it 
had also rewarded its soldiers by settling 
them on land.! 

For years the Roman State fostered 
small holdings, established rural credit 
schemes—the six per cent return being 
used as a bonus to parents. But im- 
ported grain, large slave plantations, the 
growing burden of providing bread and 
circuses to urban rabbles unfitted for 
military service, decline in soil fertility, 
and constant drafting of soldier settlers 
for new wars destroyed not only the 


* Special Executive Assistant, Department of Veterans’ 
Affairs, Ottawa, Canada. 


bases of a sound agricultural economy 
but also of an intelligible defense system 
—a militia from the land. 

‘What do you do with old soldiers?” 
was answered in ancient Rome by land 
settlement until decay began. Then the 
words of Gracchus in 133 B. C. (later 
to be found in another setting in the 
New Testament) ring like a speech at a 
revolutionary Legion branch meeting 
in 1919: 

“The wild animals that range over Italy 
have a hole, and each of them has its lair 
and nest, but the men who fight and die for 
Italy have no part or lot in anything but the 
air and the sunlight . . . It is for the sake of 
other men’s wealth and luxury that these go 
to the wars and give their lives. They are 


called the lords of the world, and they have 
not a single clod of earth to call their own.”? - 


The failure to re-establish its soldiers 

successfully presaged the fall of Rome. 
In mediaeval times the seigniorial 

system of land tenure was based on a 


1 Arnold J. Toynbee, A Study of History, Vol. III, p. 170 
et seq., p. 266; Vol. IV. pp. 49, 572. 

2 Tiberius Gracchus, quoted by Plutarch, Lives of the 
Gracchi, chap. 9. 
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military pattern and even disabled sol- 
diers often found solace and a haven in 
the monasteries which were then the 
agricultural experimental farms of the 
time. 

In North America, land grants and 
agricultural settlement became the char- 
acteristic method of rewarding soldiers. 
As early as 1679 Virginia made such 
grants. In Canada, France sought to 
establish a new empire by settling dis- 
banded troops on seigniories along the 
St. Lawrence. These soldiers were not 
discharged. They were obligated as 
censitaires to follow their sezgneur in battle 
as well as provide certain services in 
peace. The whole government and 
structure of New France was military in 
character based on land tenure.* In 
Nova Scotia, British soldiers were settled 
as early as 1753.4 After the conquest 
of Quebec several regiments of the 
British Army were given land. Indeed 
British policy saw the settlement of 
ex-soldiers as a guarantee of security. 

Washington as a landowner staked out 
a 200,000-acre tract for 200 veterans,‘ 
for it was realized that the land then was 
the main solvent for the disbanding 
Continental armies which, of all veterans, 
were the least uprooted. Washington 
gave the soldiers the option of staying in 
camp until their enlistments were up, 
but he knew that they wanted to go 
home. Each took home his musket, 
powder horn, wooden canteen, knapsack, 
uniform and four months’ pay in prom- 
issory notes worth only two shillings 
to the pound. In 1811-12 a special 
military tract was set aside between 

8 Francis Parkman, The Old Regime in Canada; France and 
England in North America, Part IV (revised ed.) (Boston: 
Little Brown & Co., 1920), pp. 448, 449. 

* Public Archives of Canada, N.S.A., Vol. LXIV (Halifaxs 
May 11, 1760), Chas. Lawrence to Lords Commissioners of 
Trade and Plantations, pp. 147-50. 

5 Cf., Dixon Wecter, When Johnny Comes Marching Home 


(New York: Houghton Mifflin Co., 1944) for history of 
homecoming Revolutionary and Civil War armies. 
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Illinois and Mississippi. By 1855 the 
veteran of the Revolution or his heirs 
could have 160 acres of domain, but 
speculation came into the picture and 
in 1858 the warrants were stopped. 

In Canada, land grants to British 
soldiers who had fought in the American 
Revolution, the Napoleonic Wars or in 
the War of 1812-14 became the main 
settlement activity of the first half of the 
19th century, and grants were made in 
accordance with rank held.* The prov- 
ince of Manitoba came to be a province 
largely as the result of interaction of 
military power, and British. Columbia 
owes much to the work of the Royal 
Engineers and a strong military tradi- 
tion.? In Ontario the influx of non-mili- 
tary settlers, the growth of democratic 
sentiment, the influence of United States, 
and the struggle against those who 
desired to develop a landed aristocracy 
finally led to the more democratic 
homestead grant system. Therefore, 
the veterans of the Red River (1870) and 
Northwest Rebellion (1885), and of the 
South Africa War (1900) were rewarded 
by homestead grants. In the case of the 
South Africa veterans, transferable scrip 
was issued.* Most of this scrip was sold 
and was treated as a bonus. Thus, when 
World War I demobilization suddenly 
came, land settlement once again was 
an important item on the agenda of 
civil re-establishment in Canada. 

Meantime, in United States, a great 
change had come over economic thought 
with regard to land settlement, and it 
will be seen to have affected policy. 
The “G.I. Bill of Rights” not only rele- 
gates land settlement to a minor place 

¢W. S. Lighthall, Canada and its Provinces, The Province 
of Quebec, English Settlement in Quebec, 148 et al. 

7A. S. Morton, A History of the Canadian West to 1870-71 
(Toronto: Thos. Nelson & Sons, Ltd.), pp. 581, 592, 664. 

Lt.-Col. R. Wolfenden, 1.8.0., V.D., “The Royal En- 
gineers and Their Work in British Columbia,” reported in 


The Victoria Daily Colonist, Nov. 22, 1900. 
87-8 Edw. VII, C. 67, Statutes of Canada. 
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in the program of civil re-establishment 
but by its terms does not specifically en- 
courage the veteran to engage in agri- 
culture. On the other hand, Canada has 
developed an entirely new approach to 
the question. It is useful, therefore, to 
compare the story of settlement twenty- 
five years ago with the proposals for the 
future in the two countries: 

I. United States 


~ 


_ Prior to demobilization in 1919, the 
Lane plan of soldier settlement received 
the most attention. It was realized by 
the planners that the land had played a 
primary role in veteran rehabilitation in 
the past. They recalled that the fertile 
soil of the Northwest Territory, Ken- 
tucky and Tennessee helped the re- 
settlement of Washington’s Army and 
that the Trans-Mississippi lands rendered 
a similar service to Civil War veterans. 
So, land settlement seemed an inevitable 
and an appropriate measure for World 
War I veterans. However, the best of 
the public domain had been distributed, 
and most of the remaining available 
tillable land was of doubtful value. Some 
timber lands could be cleared and semi- 
arid lands irrigated, but most of these 
areas were within control of the states, 
and not of the federal authority. More- 
over, it was abundantly clear that the 
homestead form of settlement was un- 
suited to soldier settlement as the fail- 
ures were well known. Nevertheless, 
in February 1919, preferences in home- 
stead entry were accorded ex-service 
men.* Interest was great, and a Land 
Settlement Congress for soldiers, sailors 
and marines was held at Salt Lake 
City in February: 1919. This Congress 
included delegates frcm Utah, Cali- 
fornia, Colorado, Wyoming, Nevada, 


®*James R. Mock and Evangeline Thurber, Report on 
Demobilization (University of Oklahoma Press, 1944), pp. 80, 
101 et seq. 
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Arizona, and New Mexico, which to- 
gether had over 178 million acres of 
public domain land, much of it unsur- 
veyed. There was much discussion of 
reclaiming four million acres of Colorado 
River basin lands, and of irrigation of 
two million acres by a dam at American 
Falls, Idaho. The lieutenant-governor 
of Montana advocated the issuance of 
scrip as had been done to the veterans of 
the War of 1812 and to those of the 
Mexican War. 

In Washington, Franklin K. Lane, 
Secretary of the Interior, proposed a 
hundred-million-dollar National Soldier 
Settlement Fund to be used by the 
Reclamation Service of the Department 
of Interior for the reclamation of arid 
lands and the preparation of other lands, 
with a view to providing veterans with 
tillable soil near markets. Drainage, 
irrigation, tree-stump removal, road 
building, improvements, purchase of pri- 
vate holdings, stock and equipment were 
to be met from the fund. Surveys were 
to be conducted to determine available 
land, areas of cut-over territory requir- 
ing clearing, and arid land needing 
irrigation. It was hoped that states and 
private owners would co-operate, and 
the Department of Agriculture and 
Federal Farm Loan Board were to check 
on values of land offered to the adminis- 
tration for purchase. 

This plan did not propose any sub- 
sidy by the government. The settler 
was to buy reclaimed land and to repay 
cost of fixed charges by deferred pay- 
ments amortized over a period of not 
more than 45 years with a rate of inter- 
est of 4% per cent per annum. Ex- 
soldiers were to be used in the reclama- 
tion work, and in this way were to be- 
come acquainted with the area and to 
save from their earnings money to 
assist them make initial payments on 
their properties. Community or group 
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settlement was to be aimed at in order 
to avoid isolated farm units; and the size 
of the farm was to conform to the type 
of enterprise, varying from 160 acres for 
mixed farming operation to 5 or 15 for 
truck or fruit farming. 

The Secretary of Labor, William B. 
Wilson, advanced a different plan under 
which farms established on reclaimed 
lands were to be leased for life to settlers 
and on easy terms. This scheme was 
designed to discourage speculative land 
selling as it had been reported that land- 
owners were asking prices of four and 
five times the assessed value of farm 
properties. !° 

Criticism of the proposals defeated 
them in Congress. The epitaph was 
written by the Soldiers, Sailors and Marines 
Weekly News which declared that the 
doughboy would be the best judge of his 
own needs after he obtained the cash 
bonus of $300 proposed by the Baer- 
Gronna Bill, and that it would be foolish 
to offer farms to men who knew and 
cared nothing about farming. 

Meantime, between 1917 and 1923, 
thirteen states established colonization 
policies, but seven of these plans assumed 
federal aid and, when this was not forth- 
coming, the legislation lapsed.'1' The 
state of California inaugurated projects 
at Durham and Delhi but they included 
only 14,600 acres, were unsuccessful, 
and in 1928 the state liquidated its hold- 
ings losing several million dollars. Ore- 
gon, which then was thought to have 
seven million acres of undeveloped agri- 
cultural lands, proposed a constitutional 
amendment to raise a bond issue of which 
two million dollars would be spent on 
land settlement. Popular vote defeated 
the amendment, and Oregon contented 


10 Monthly Labor Review of Bureau of Labor Statistics, U.S. 
Department of Labor, “Public Attitude Towards Ex- 
Service Men After World War I,” December 1943, p. 13. 
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itself with three farm units for demon- 
stration purposes. 

Arizona improved a thousand acres 
and sold some of it to forty soldiers but 
in eight years the appropriation was ex- 
hausted and no money was repaid to the 
state. The state of Washington tried un- 
successfully to colonize a one-hundred- 
unit project. Minnesota’s land improve- 
ment board prepared 24,000 acres for 
farming, but after six years less than a 
third had been sold and reversions were 
common; the state lost nearly all its 
hundred-thousand-dollar “revolving 
fund.’”? South Dakota and other states 
made half-hearted and unsuccessful ef- 
forts to develop land settlement policies. 

In nearly all cases it was conceded 
that the urban attraction, the lack of 
amenities, the pioneering obstacles in 
cultivating cut-over or reclaimed lands, 
the meagre rural standard of living, for- 
bidding prospects, and the unsatisfactory 
prices for farm products contributed to 
the disillusionment of settlers and to their 
desertion of the ventures. The federal 
government confined its soldier settle- 
ment to the disabled, providing them 
with vocational training, tools and equip- 
ment.’ In Minnesota, it is claimed that 
three-quarters of these disabled settler 
veterans gave up within ten years. 

By 1930 there was no soldier settlement 
project operating in United States. In- 
terest in settlement reawakened in 1933 
when land settlement began to be thought 
of as a means of mitigating the . worst 
features of urban unemployment. Un- 
der the Subsistence Homestead Act, 
1933, forty-five projects, mainly part- 
time farming, were approved; but these 
projects were designed for unemployed 
and not specifically for veterans. 

The Resettlement Administration 
(RA) and its successor in 1937, the 


11 Veteran Readjustment in Agriculture, Report of Special 
Committee to the Governor of the State of Wisconsin, p.5: 
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Farm Security Administration (FSA), 
set up one hundred and fifty settlement 
projects. Many were later transferred 
to the Bureau of Agricultural Economics 
and, in 1938, to the Soil Conservation 
Service. The RA and FSA were inter- 
ested in co-operative buying and selling, 
debt adjustment policies, provision of 
medical services, labor camps, and in 
1942 such New Deal attempts led to an 
attack on FSA in Congress. The Farm- 
ers’ Home Corporation now came into 
the picture. Thus, frequent changes in 
administration combined with the nov- 
elty of some of the policies, the type of 
settler and small acreage in holdings to 
defeat the hopes of the promoters. Con- 
gress was skeptical of the projects, and 
no continuity of administration or con- 
sistency in policy was possible. 

Yet one in six farmers has, or had an 
FSA loan and since 1941 collections have 
exceeded loans. The Federal Security 
Administration of the Department of 
Agriculture is interested not only in the 
tural rehabilitation program (begun un- 
der the Federal Emergency Administra- 
tion and transferred to the Resettlement 
Administration), in the miscellaneous re- 
settlement projects (begun by the Divi- 
sion of ‘Subsistence Homesteads of the 
Department of the Interior and the 
Federal Emergency Relief Administra- 
tion) but it also administers the Bank- 
head-Jones Farm Tenant Act under 
which individuals are aided in the pur- 
chase of going farms. The National 
Resources Planning Board, in its Report, 
Security, Work and Relief Policies,'* praises 
the educational aspects of the rehabili- 
tation program as developed in farm 
and home management supervision; and, 
though no estimate could et be made 
as to the ability of the clients to main- 
tain economic independence, it does 


12 Security, Work and Relief Policies, National Resources 
Planning Board, (Washington: 1942), pp. 79 et seq., 281-85. 
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note the expectation by the FSA of 
complete repayment of eighty per cent 
of all loans. 

Notwithstanding favorable comment, 
criticism of the educational and paternal- 
istic aspects of the program has de- 
veloped. The tendency of the newer 
federal loaning policies is to refrain from 
supervision and welfare work of the FSA 
pattern and to emphasize self-reliance. 
The proposed new Cooley Bill gives 
preference to veterans in the making of 
government loans. Under the proposed 
tenant-purchase administration, the av- 
erage value of farms in the county 
would be used for determining the 
possible size of loans. This provision is 
important since, under the “G.I. Bill 
of Rights,” veterans are eligible to bor- 
row under the Bankhead-Jones Farm- 
Tenant Act. The average tenant-pur- 
chase farm, it is worth noting, already 
has been around $7,000; and values 
are rising. Although farm real estate 
values have risen 36 per cent since 1939, 
they are still below those of 1929. And 
1929 values were 32 per cent below the 
land prices of 1920. 

With this recent settlement history 
and these facts in mind we come to the 
so-called “G.I. Bill of Rights,”!* Title 
III of which provides for loans to 
veterans, who have agricultural ex- 
perience and ability, to assist them in 
the purchase or improvement of farms. 
The guarantee of the Veterans’ Admin- 
istration is limited to 50 per cent of the 
total needed to purchase the property, 
but the sum guaranteed will in no case 
exceed $2,000. The Act reserves to the 
government “the right to be subrogated 
to the lien rights of the holder of the 
obligation which is guaranteed.” The 
veterans’ administrator may approve the 
loan if it is found that the property is 


13 Service Men’s Readjustment Act of 1944 (Pub. No. 
346, 78th Congress, June 22, 1944). 
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reasonably valued, designed to enable 
farming to be efficiently conducted, 
and if the veteran is experienced and 
seems likely to succeed. 

There is thus laid upon the adminis- 
tration the extremely difficult task of 
approving or rejecting loans upon farm 
properties during the next five years when 
farm values are likely to appreciate rap- 
idly. To secure the total loan of $2,000, 
the veteran really needs resources of a 
further $2,000; and, though he is ex- 
cused interest the first year, the rate is 
four per cent per annum. It is a moot 
point whether it would be better for him 
to seek his loan under the Bankhead- 
Jones Farm-Tenant Act for which the 
“G.I. Bill of Rights” makes him eligible, 

The loan assistance in respect of 
settler veterans is included in Title III, 
‘Loans for the Purchase or Construction 
of Homes, Farms and Business Property,” 
and the lack of specific provision appears 
to indicate that Congress still had in 
mind the subsistence settlement of de- 
pression days as an alternative to un- 
employment or some forms of small-scale 
agriculture such as exist in the southern 
states. It is difficult to see how a loan of 
$2,000, the maximum under the Act, 
would cover re-establishment on farms 
in the Middle West, the Atlantic states, 
or in California. As there are about a 
million three hundred thousand men 
in the United States Forces coming 
from rural areas, there will be little 
inducement under the Act for them to 
return to the land. Why is this so? 

This policy accords with much of the 
economic thought of ‘the past decade, 
which inclines to emphasize the increas- 
ing productivity of agriculture, its im- 
proving technology, its increased output 
per head of labor force, the greater 
availability of. scientific aid and en- 
couragement, the economies of increas- 
ing specialization and intensive cultiva- 


tion, and modern methods of chilling, 
refrigerating, storing, transporting, and 
preserving foods. It is claimed that 
agriculture tends to increase rather than 
to decrease its production during a de- 
pression, and that the surpluses are due 
to too large a working force. 

Increasing mechanization and com- 
mercialization of agriculture are in- 
evitable, and attempts must be made to 
rationalize agricultural production sched- 
ules to avoid gluts. Planners and ad- 
ministrators find it difficult to syn- 
chronize these efforts with an unstable 
cultivated area and a growing body of 
settlers. So, there is a feeling that settle- 
ment projects should be held down to the 
resettlement of farmers who ought to 
abandon unsuitable areas, thus keeping 
down the number of entrants into the 
industry. Some economists would then 
like to adjust the production program 
of agriculture to the demand for farm 
products, on a sliding scale. Others 
view the steady output of agriculture 
through good and bad times as a stabil- 
izing factor and as an asset rather than 
as a liability. The former favor produc- 
tion control measures of the AAA type, 
the latter would develop the present 
wartime price programs, avoiding any 
curtailment of food, fodder, fibre and 
animal production. 

Both groups of agricultural economists 
and administrators are concerned with 
the trend of consumption and note the 
declining rate of population growth in 
Western countries which, it is argued, 
does not accord with Malthusian con- 
cepts. Furthermore, the age distribution 
of the population shows relatively older 
groupings, and this means less is eaten 
than by growing youth. Then it is 
claimed that, though incomes may rise, 
the relative percentage spent for food 
declines and that, as people become 
richer and agriculture more efficient, 
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the .non-elastic character of food pro- 
duction develops crises of surpluses of 
agricultural commodities. 

This school of economic thought also 
points. to the extraordinary wartime 
agricultural production in North America 
despite the drop in the labor force. The 
farm population in United States, in 
April 1940, was 30.2 million; in January 
1944, it was five million less; and about 
two million of those listed as rural were 
already in war. industry but had not 
changed their residence classification. 
The war has accentuated the drift from 
the land. Since 1920 the proportion of 
the working population in agriculture 
dropped from 37 to 15 per cent in the 
United States; and from 40 to 22 per 
cent in Canada. Yet there still appears 
to be over-population in the country- 
side, since the present labor force can 
produce more than the larger prewar 
‘working population. Land it is argued, 
is not the factor it used to be in agri- 
When the AAA 


cultural production. 
curtailed acreage devoted to tobacco, 


corn and wheat, it was found that 
farmers, by selecting acreage, produced 
more from smaller acreage and showed 
great ingenuity in developing substitute 
crops, thus increasing the aggregate of 
production. This group of economists 
then states the problem of agriculture 
as that of too many farmers. 


In consequence, they reach the con- 
clusion of Professor T. W. Schultz: 


‘Let us not repeat the mistake which many 
countries made after World War I, when 
governments undertook programs designed 
to put large numbers of returning soldiers on 
the land . . . Few of the many open spaces 
which still exist in countries like Canada 
and the United States are equivalent to 
economic opportunity. Agriculture is a 
shrinking segment of the economy.” !4 


4% Theodore W. Schultz, ‘Conditions for Economic 
Progress in Agriculture,” The Canadian Journal of Economics 
and Political Science, August 1944, p. 298 et seq. 


291 


Such a conclusion omits the adequate 
consideration of other methods of land 
utilization than commercial farming. 
Thus, the argument as to commercial 
agriculture is used to blanket all forms 
of return to the land as a mistake. Even 
in regard to the segment of commercial 
agriculture — allegedly unremunerative 
and declining—there is wastage to repair 
as well as room for the initiative and 
enterprise of new entrants. Surely it 
would be far fetched to attempt to apply 
a trade union policy of shutting out from 
agriculture those who derive from agri- 
culture and are now serving in the Armed 
Forces. The government provides, in. 
the “G.I. Bill of Rights,” a measure of 
aid for veterans wishing to return to the 
farm, but even this aid would appear to 
be deprecated by Professor Schultz who, 
in suggesting that settlement be avoided, 
would refuse opportunities of return to 
the land of any ex-servicemen who will 
know little of any other occupation, at a 
time when we may have to revise our 
views as to living and making a living 
on the land. Half the world is now 
starving; and though Malthusian trends 
may appear to have little meaning in 
North America, no one who has struggled 
with the pests and hazards incident to 
agriculture and horticulture can mini- 
mize the risks of food production and the 
menace of declining fertility on the one 
hand, and on the other, certain obvious 
nutritional deficiencies in the diet of 
many urban and not a few of our rural 
people. 

Land need not be devoted solely to 
food production, however. Its utilization 
for the growing of crops for industrial 
purposes has brought the new word 
“chemurgy” into the vocabulary of 
agronomists and industrial chemists. It 
would be folly to count too much on the 
proposed production of raw materials 
for industry, but alongside this there is a 
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need for conservation measures of the 
land and water resources and of their 
fauna. Wild fowl sanctuaries, fish and 
game areas, parks, recreation centres, 
flying fields, re-afforestation projects, 
community pastures, summer resorts, 
camps, service stations, the ever-widen- 
ing rings around towns of truck farms 
and small holdings, suburban develop- 
ment and roads will all need land. We 
are to live in an unsettled world and, if 
our democracy is to survive, its citizens 
must be prepared to spend some time 
in training to defend our way of life. 
No longer can that be done on a bar- 
rack-square, squad-drilling. It requires 


space for the mechanized equipment, 
large camps, tank and artillery ranges, 
long runways for military air-fields. 
Our factories, particularly our munition 
plants, must always be located some 
distance from large urban centres, and 
the tendency will be to move them from 


the Atlantic and Pacific seaboard and 
into the heart of the continent. We are 
not defeated peoples compelled to dis- 
mantle the great mechanism instru- 
mental to our victory. 

Moreover, the present production rec- 
ords of American and Canadian agri- 
culture are being made by a labor force 
increasingly older and very much over- 
worked with arrears of depreciation in 
farm machinery and buildings that will 
require capital and labor to make up. 
The age group over 65 in United States 
has increased 30 per cent from 1920 to 
1940.45 No one can be satisfied with 
the amenities and opportunities of rural 
life. City and town have robbed the 
countryside of its service personnel, its 
skilled tradesmen, its craftsmen, and its 
professional men. ‘Teachers, preachers, 
doctors, carpenters, electricians, black- 
smiths, plumbers—why should there not 


15 The Problems of a Changing Population, National Resources 
Committee (Washington: May 1938), p. 32 et seq. 
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be opportunities for them to live in 
rural communities again, and to live 
on the land if not by it? Rural electri, 
fication, roads, automobiles, telephones, 
medical services, community activities- 
television, film circuits, educational op- 
portunity, better farm machinery—these 
things could make rural living more 
attractive than mean streets, hard pave- 
ments, and the regimentation of in- 
dustrial life. 


Town planning experts know that our 
great cities with their heavy traffic in 
narrow causeways, their unplanned 
growth, their increasingly difficult mass 
transportation problem, their growing 
overhead cost of servicing and provision- 
ing of their populations, their tax and 
police burdens are imposing on their 
industries, business establishments and 
citizens handicaps of time lost, wear and 
tear in commuting, in traffic jams, and 
in inconvenience that are bad enough in 
peace, but in war are, even without the 
risk of bombing, almost beyond human 
endurance for long periods. Many 
sought industrial life for quick reward 
and economic advantage. But there is a 
change here. Superannuation for sixty- 
year old farmers and children’s allow- 
ances are on the way, and will do much 
to reduce the amount of work now done 
by old and young on the farm, and will 
provide opportunity for those of work- 
ing age. Young children, women, in- 
valids, and old people now do far more 
work on farms than they will do when 
more adequate social security measures 
are applied to the rural population. 
Such plans, until recently, failed to in- 
clude the agricultural worker. Industry 
has long had its pension and welfare 
schemes, and long held an advantage 
over agricultural pursuits, but there are 
signs that the size and complexity of 
urban life are already reducing the 
handicaps of the rural resident. 
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Those, therefore, who advocate that 
veterans of the present. war with its 
deprivations and hardships should be 
denied an adequate plan of rural settle- 
ment on a scale designed to ensure self- 
reliance accept a heavy responsibility 
in thus restricting the area of their re- 
habilitation to urban occupations and 
urban life. There are those who will 
accept the music-hall song version of the 
problem in 1919: “How are you going to 
keep them down on the farm after they 
have seen Paree?”” But there are hun- 
dreds of thousands who will be going 
home to farms, and will enjoy once 
again the hunting, the fishing and, in- 
deed, the ordinary tasks of farm life. 
Many will be glad that the “G.I. Bill 
of Rights” offers them a form of oppor- 
tunity, and the real question is not 
whether this aid should have been pro- 
vided, but whether it should go farther. 
In Canada the proposals go much be- 
yond that, and as they reflect a new 


approach to the whole question they 
merit examination in the light of what 
has been noted. 


IT, Canada 


It is well to remember that Canada 
usually reflects United States opinion 
and that the school of American eco- 
nomic thought already mentioned has 
its counterpart in Canada. “Many 
studies have emphasized the diminishing 
area of fertile land, the doubtfulness of 
settlement on sub-marginal areas of 
grey wooded soils, the virtual disap- 
pearance of the homestead, the penalties 
of cultivation of semi-arid belts in the 
prairie region, the cost of social services 
in scattered communities, and the alleged 
correlation between immigration and 
emigration. Usually the moral is to 
close the doors against further European 
immigration and to seek apologia for 
this restrictive policy in the alleged lack 
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of economic opportunity rather than in 
the social inconvenience of new citizens 
from Central Europe. Political oppor- 
tunism would suggest that arguments 
in favor of restriction of immigrant 
settlers would meet with the approval 
of Catholic French-Canadians in Quebec, 
accord with traditional trade union 
policy, and would injure only the for- 
eigner. But the use of economic criteria 
gives a color of objectivity lacking in the 
sociological assimilation criteria which 
badly concealed racial and social prej- 
udice, economic advantage and even 
religious predilection. 

However, no one has cared to take the 
line that areas of good soil were ex- 
hausted, or to deny that much new 
settlement had taken place since the 
war. The country in the West was still 
new, hope still lived, and the main 
argument against new settlement lay in 
the unprecedented severity of depression 
and drought which visited the prairie 
provinces especially. ‘There has always 
remained, despite the critics, an active 
interest in colonization. Indeed, Quebec 
pushed its colonization activities with 
great vigor in the thirties. Parliament 
sought, in the Prairie Farm Rehabilita- 
tion policies, to rebuild confidence in the 
drought areas. Government aid was 
given to relief land settlement of un- 
employed from urban centers and to the 
transfer of farmers from crop-failure 
districts, and colonization agencies con- 
tinued their co-operation and activities. 

The original soldier settlement scheme 
was born in a period of agricultural 
prosperity in 1917. It was the only plan 
designed to assist the veteran who was 
physically fit, and the original purpose 
was to use crown lands. It soon became 
clear that most homestead lands were 
inaccessible or unsuitable. So, in 1919 
the Act!® was revised to give the Soldier 


16 Soldier Settlement Act, 1919, C. 71. Amendments 
were made in 1927, 1928, 1930, 1931, 1932, 1933, 1935, 1938. 
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Settlement Board wide powers to pur- 
chase and acquire land for settlement, 
make advances to settlers, provide for 
agricultural training, pay and allow- 
ances to trainees, supervise settlers, give 
training in home economics to wives 
and dependents, and to control settle- 
ment operations. 

Eligible and qualified ex-soldiers were 
entitled to homestead entry of 160 
acres where available, and the Dominion 
Government reserved all Dominion lands 
within a radius of fifteen miles of any 
railroad. But purchase of land was re- 
sorted to as homestead land proved 
unsuitable, unobtainable, or inaccessible. 
Loans were made up to $7,500 at 5 per 
cent per annum interest, repayable on 
the amortization plan in six annual 
installments in the case of loans for live- 
stock and equipment, and in twenty-five 
annual installments in the case of land 
and buildings. Land price was not to 
exceed $4,500; stock and equipment, 
$2,000; and improvements, $1,000. In 
the case of land owned by the settler, 
$3,500 might be advanced for the re- 
moval of encumbrances and loans made 
for stock, equipment and improvements 
up to maxima, provided the total did 
not exceed $5,000. There were 180,000 
inquiries and, during the two-year pe- 
riod, March 1919-March 1921, nearly 
60,000 veterans applied for settlement, 
of whom over 43,000 were granted 
qualification after examination by the 
most competent committees that could 
be found at that time. 

Under the Act $100,034,331 was orig- 
inally advanced to 25,017 soldier set- 
tlers, which included 224 Indians.'’ As of 
March 31, 1940, the director reported 
that 8,118 of these were still on the land 
and on the books of the Board. What 
had happened to the 17,000 who had 


17 Evidence given by Gordon Murchison, Director of 
Soldier Settlement, Special Committee (House of Commons) 
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disappeared from the lists? Nearly 
3,000 had paid up their loans in cash 
and obtained title, and another thousand 
had sold out their equities. There re- 
mains 13,000 who voluntarily, by notice 
or by death, have relinquished their 
holdings. This means that half of the 
settlers cannot now be found on the 
original holdings. Critics of the scheme 
argue that this means the plan was a 
total failure. But it must be remembered 
that a census of almost any occupation 
in which veterans found themselves in 
1920 would reveal that death, age, 
sickness, accident, and opportunities for 
urban employment have reducéd the 
numbers greatly in two decades. — 

Between 1920 and 1929 there were 
many opportunities to seek more re- 
munerative occupations, and there are 
many successful former soldier settlers 
tcday who found that the few years 
after the war under the scheme were not 
entirely wasted in that difficult period of 
readjustment. Had there been no soldier 
settlement scheme, upwards of thirty or 
forty thousand returned soldiers operat- 
ing farms, or under training, or awaiting 
qualification would have added their 
voices and disappointed hopes to those 
of unemployed comrades in the urban 
centers. 

From the viewpoint of the Dominion, 
total recoveries, up to March 31, 1941, 
reached 65 million dollars and it is 
expected that the total recovery will 
reach 95 millions. Thus, the capital loss 
to the government will likely be about 
13 millions, to which must be added the 
loss of interest and some. 25 millions in 
administrative cost from 1918 to 1941. 
The reduction in capital indebtedness 
and interest as a result of adjustments 


on Land Settlement of Veterans of the Present War, Minutes 
of Proceedings and Evidence No. 2, (May 1942); also evidence 
to Special Committee on Pension Act, etc., Minutes of Pro- 
ceedings and Evidence No. 21, (June 4, 1941). 
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and concessions made settlers stand as 
follows: 


June 1922, interest exemption $10,269,108.87 

June 1925, reduction in the sale price 
of livestock 

April 1927, land revaluation 


May 1930, 30% horizontal reduction in 


2,927,809.99 
7,479,344.75 


11,302,127.56 
1,308,651.51 
3,426,007.25 


May 1933, interest remission 

Dollar-for-dollar bonus, 1933 to 1940 

Farmers’ Creditors’ Arrangement Act 
commencing July 1934 

Reduction under provision of O/C P.C. 
10472 authorized to date, approximately 


6,791,701.40 


900,000.00 


$44,404,751.3318 


These write-offs have materially assisted 
the soldier settlers. 

Consequently, with the improvement 
in agricultural conditions, it was found 
that, between 1939-44 inclusive, 4% 
million dollars were paid, out of a total 
of 5% millions of contract maturities, 
and, in addition, there were pre-pay- 
ments of 1.3 million dollars and 1,648 
soldier settlers received titles to their 
lands. In the fiscal year ending March 
31, 1944, 6,364 settlers had current in- 
stallments due totalling $860,871.83. To 
February 29, 1944, with still a month to 
go, 5,612 of these settlers had paid 
$991,508.04, and 2,266 of these had 
made pre-payments of an additional 
$443,619.39.19 

However, it was realized by the govern- 
ment and its advisers, particularly by 
the ex-service men who administered 
the Soldier Settlement Act, that the 
plan had grave defects. Taking the 
ceiling figures (used in the new legisla- 
tion) of $4,800 for land and improve- 
ments and $1,200 for livestock, this 
meant a charge of $420 a year amortized 
on the old basis. Obviously, a veteran 
under typical conditions cannot main- 


tain himself and his dependents and meet - 


annual taxes and other charges if his 
indebtedness is practically the full cost 
18 Reply to Minister of Mines and Resources to delegation 


seeking cancellation of all indebtedness of present contract 
holders. 
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of the land, improvements, livestock and 
equipment. The maxima of the Soldier 
Settlement scheme stood at, $4,500 for 
land purchase, $1,000 for improvements, 
and $2,000 for stock and equipment. 
The average loan was much below this 
as, in case of land owned by the settler, 
the ceiling stood at $3,500 for removal of 
encumbrances while the over-all loan 
for improvements, stock and equipment 
did not exceed $5,000. The down cash 
payment of 10 per cent could be waived. 

The hazards of the scheme can now 
be seen in retrospect. The settler ac- 
quired his farm, livestock and equipment 
at a time when prices of these were in- 
flated, and he assumed an over-all debt 
at 5 per cent per annum disproportion- 
ate to the enterprise. Seventy per cent 
of the settlers settled in the Provinces of 
Manitoba, Saskatchewan and Alberta; 
and, in 1941, nearly 80 per cent of the 
problem cases on the books of the Board 
were to be found in these provinces. 
No other scheme existed to provide a 
form of opportunity for the veteran, and 
if he decided to become a soldier settler 
he had to take up full-time farming. 
He could not combine it with another 
occupation. He was obliged to confine 
himself to agriculture. He could not 
convert his farm to any other purpose. 

The new Veterans’ Land Act?® is a 
permanent facility available throughout 
the working life of men or women who 
have served overseas or for at least 12 
months in Canada. Whilst it will 
have a bearing on demobilization, set- 
tlement activities need not be crowded 
into a short period when prices may be 
high. Applicants will not surrender 
their rights by waiting for favorable 
opportunity. ‘The measure is only one 


of many projects to aid the veteran to 


19Gordon Murchison, “Soldier Settlement,” The Legion- 
ary, May 1944, p. 11. 

20 The Veterans’ Land Act 1942, and P.C. 7990, Oct. 
14, 1943. 
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whom there is also open vocational and 
educational training, preference in em- 
ployment and, under the War Service 
Grants Act, re-establishment credits to 
help in purchase of homes or businesses 
or tools. Also, he may receive allowances 
while awaiting returns from any enter- 
prise in which he has embarked his 
savings. 

Moreover, the new Act envisages 
variety in the forms of settlement. The 
main types are: : 


1. Full-time Farming. The Act as amended 
by P.C. 7990 (14 Oct., 1943) gives the 
director power to purchase for and sell to a 
qualified veteran land and buildings up to 
$4,800 and stock and equipment up to 
$1,200. The veteran must make a down pay- 
ment of ten per cent of the cost of land and 
buildings and, if he desires to buy a more 
expensive property, he must meet the cost 
beyond the ceiling of $4,800. The veteran 
then enters into a contract to pay to the 
Dominion Government two-thirds of the 
cost of land and buildings amortized over 
25 years at 314 per cent per annum. He can- 
not acquire title except by fulfilment of this 
contract. He remains a tenant of the Crown 
for a period of 10 years, after which time he 
may acquire title by payment in full and 
thus secure the subsidy equal to one-half of 
the enterprise made by the government. 


The set-up is as follows, using the maxima: 
Cost of land and buildings... .....$4,800 
Cost of livestock and equipment... 1,200 


Total... . .$6 ,000 
Sale price to veteran: 
Down payment 
Payable over 25 years at 344% 
3,200 


$ 480 (1/10 of $4,800) 
(2/3 of $4,800) 


3,680 


Veteran pays 
2,320 


Government subsidy 


$6 ,000 


Title to livestock and equipment remains 
with the Director until paid for or trans- 
ferred to the settler to facilitate marketing or 
exchange. The annual payment need not, 
therefore, exceed $194.14. The entire cost 
of stock and equipment ($1,200) plus $1,120 
towards cost of land and buildings, or 38% 
of total cost of establishment, is borne by 
the state. 
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2. Small Holding (Coupled with Industrial or 
Other Employment). The terms here are sim- 
ilar, but the provision may be made to apply 
to purchase of a home or small acreage out- 
side a town. And mechanics, carpenters, 
masons, electricians, white collar men, fac- 
tory workers, professional men may qualify. 
It is hoped to help disabled veterans in 
receipt of pensions who are interested in 
semi-rural settlement. 

3. Small Holding (Coupled with Commercial 
Fishing). The veteran who is a qualified 
fisherman may be qualified for assistance to 
purchase a home with a small acreage and 
fishing equipment in lieu of farm equipment. 


In all these, similar terms apply. Co- 
operative arrangements may be made by 
veterans to engage in partnership with 
regard to equipment loans, and the 
director is empowered to acquire and 
prepare land for settlement. Provincial 
governments are co-operating by the 
offer of crown lands to the director who 
can use modern power machinery to 
clear and prepare adequate acreage 
ready for cultivation. It is not intended 
to place veterans on bush land which 
would demand long years to make into 
going concerns. Since there are available 
alternative re-establishment credits to aid 
the purchase of urban or farm homes, 
this will diminish the number of appli- 
cants for these rural opportunities under 
the Act. 

For the farm owner, the Veterans’ 
Land Act provides loans at 3% per cent 
per annum to pay off mortgages, effect 
improvements, or buy livestock and 
equipment. 

In addition, under the Post-Discharge 
Re-establishment Order?! assistance may 
be given to any of the above settlers or 
farmers by way of living allowances 
(maximum $50 per month for a single 
man; $70 per month for a married man, 
plus children’s allowances) as needed 


until crop or other returns come in 


21 The Post-Discharge Re-Establishment Order, P.C. 
5210, July, 1944. 
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within 18 months of discharge, and is 
limited to one year or a period equal to 
length of service in the armed forces, 
whichever is shorter. Furthermore, the 
War Service Grants Act?? should be 
taken into account as this provides 
gratuities on discharge. 

A single man (one year’s service in 
Canada and three years’ service over- 
seas) will have with his arrears of de- 
ferred pay about $1,500 on discharge; 
a married man with similar service and 
two children will have no arrears of 
deferred pay but will have over $1,000. 

Moreover, there is provision in the Vet- 
erans’ Land Act to reduce the annual ob- 
ligation to interest due only, in case of 
mishap such as a crop failure in the first 
five years. After July 1, 1945 allowances 
will be payable for children under The 
Family Allowance Act, 1944,?5 ranging 
from $5 for a child under six years of age 


to $8 if over thirteen and under sixteen, . 


with intermediate rates. Thus _ the 


monthly children’s allowances for two 
children would be enough to meet the 
obligation under The Veterans’ Land 


Act contract. Though such allowances 
must be devoted to the maintenance of 
the children, they will release other 
sources of farm income for debt liquida- 
tion. 

Legislation providing a floor for farm 
prices has been passed (Agricultural 
Prices Support Act, July 31, 1944). 

Health insurance is on the way, as 
well as contributory old age pensions; 
but already the vetéran has much of this 
protection. He is eligible for War 
Veterans’ Allowance in case of inca- 
pacity through age or other cause, and 
this allowance now stands at $60.83 
monthly, permitting casual earnings of 
$10 per month. The veteran may also 
insure under The Veterans’ Insurance 


2? The War Service Grants Act, 1944. 
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Act at low rates for an amount between 
$1,000 and $10,000 to protect his widow 
or dependents. 

Advisory committees under The Vet- 
erans’ Land Act are authorized to aid 
in selection of land and settlers, and 
rescission of contract may not take place 
until an advisory board has recommended 
it. The settler is entitled to be returned 
his equity and, if he has no equity, there 
is a provision by which he may be given 
back his original down payment. 

Land ‘is now being acquired by the 
director, and arrangements made to 
secure tracts for clearing in order to 
take advantage of the present values of 
farm lands which, though rising, are 
not as high as it is expected they will 
be. It is estimated that about 18% of the 
present Canadian .armed forces derive 
from and wish to return to agriculture 
so that, allowing for some change in 
this desire on demobilization, there will 
be a constituency of at least seventy thou- 
sand who will require . re-establishment 
on the land—that is, men who were 
born and brought up on Canadian farms. 

Then, there will be at least another 
one hundred thousand who may seek 
small-holding settlement near villages, 
towns and smaller cities in which they 
are employed as wage-earners or in their 
own business. It is worth noting that a 
large number of Canadian service men 
are not Anglo-Saxon in origin and, 
particularly in Quebec, the French- 
Canadian has not lost the century-old 
interest in colonization; so that there are 
programs and indeed an ideology among 
certain Canadian groups favoring land 
settlement. To Catholic, Scandinavian 
and Slavic communities many veterans 
will return as settlers under this Act. 
In such groups the parish is the com- 
munity, the curé, priest or minister is the 
leader, and the: neighbors are relatives 


23 The Family Allowance Act, 1944. 
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bound together by family, religious and 
traditional ties and symbols. 

On the other hand, most rural com- 
munities have grave deficiencies in the 
equipment for wholesome living, and 
the new veteran settler should be en- 
couraged to deal with these. Much of 
this side of rural life comes under the 
direction of the provinces, and no 
scheme of land settlement for veterans 
can be successful unless there are bold 
privincial policies backed by the re- 
sources of the Dominion to improve 
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schools, teachers’ qualifications and sal- 
aries, roads, communications, housing, 
plumbing, markets, medical service, farm 
credit, libraries, and community ameni- 
ties and organization. These are part of 
long-term rehabilitation of the return- 
ing farm veteran and of postwar recon- 
struction. Every settlement prospectus 
is inadequate without these essentials, 
but the veteran settler must come back 
and fight for these better conditions of 


rural life. , 





Localization of Railway Facilities in Metropolitan 
Centers as Typified by Chicago 


By HAROLD M. MAYER* 


© arti! patterns are among the 
most stable structural elements in 
large American cities. Unlike many 
other types of land use, railway routes 
and, to some extent, terminal facilities 
were already well developed when the 
large cities burst the bounds imposed 
upon them by the use of foot and horse 
transport and spread out to absorb the 
surrounding countrysides. Railway facili- 
ties, unlike most other public utilities 
of more recent development, cannot be 
moved as easily as other elements 
of the urban pattern for these facil- 
ities are integral parts of the larger 
railway network as well as of the urban 
complex. Thus they must be localized 
where they can perform their specialized 
roles most effectively with relation to 
other railway facilities as well as to the 
general urban pattern. The tremendous 
capital investment and the complex 
structure of bonds, mortgages, long-term 
leases, and operating agreements repre- 
sented by present rights-of-way, yards, 
and terminals enforce a relatively stable 
railway pattern. 

Because railways are vital foundations 
of urban growth and because they are 
relatively fixed in location, the nature 
and methods of operation of their metro- 
politan railway facilities are of vital 
concern to all large cities in the process 
of planning their future patterns and 
structures. Some general principles 
affecting localization of railway facilities 
are illustrated by study of a typical 
large center. 

Metropolitan Chicago, the world’s 
most important railway center, possesses 
an extremely complex pattern of rail- 


way lines, and a multitude of terminal 
facilities that together constitute a func- 
tioning organic unit. The complexity of 
the pattern, however, becomes less when 
one understands the relationships among 
its components. The general pattern is 
relatively simple; only the details and 
ramifications are complex. The numer- 
ous trunk lines that converge in central 
Chicago from all directions bring pas- 
sengers to and from a series of six down- 
town terminals that have for many 
years constituted one of the city’s major 
planning problems. Much freight, too, 
reaches the central area although in 
recent years the freight handling has 
tended more and more to shift toward 
the urban periphery. The thousands of 
cars moving to and from many thousands 
of origins and destinations both within 
and without the metropolitan area are 
classified and shuffled into road freight 
trains and transfer trains at large classi- 
fication yards mainly on the urban 
periphery. To and from these yards 
lead a large number of radial lines, city- 
ward continuations of trunk routes con- 
necting these outer yards, the minor 
yards, freight terminals and about 5,000 
industrial sidings. Interconnecting the 
outer and inner yards and also serving 
many industries along their routes are a 
number of belt lines that enable freight 
cars to move between any trunk line 
and any trackside location within the 
metropolitan area. Supplementing the 
belt lines are other switching and in- 


* Research Planner, Chicago Plan Commission. Much of 
the material in this paper is condensed from the author’s 
doctoral dissertation: The Railway Pattern of Metropolitan 
Chicago, Department of Geography, the University ‘of 
Chicago, September 1943. 
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dustrial lines reaching additional in- 
dustrial sidings and freight stations. All 
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of those freight-handling facilities are 
fed by a freight tunnel system in central 














PR KENILWORTH a 4 _§ 8 
os WILMETTE 


sy PAUL & PAC 


men: 


FUNCTIONAL PATTERN 
OF THE 
RAILWAYS 

IN 

METROPOLITAN CHICAGO 


MAJOR PRIMARY CLASSIFICATION YARDS 


RAILWAYS WITH ROAD FREIGHT 


AND PASSENGER TRAINS 
RAILWAYS WITH PASSENGER TRAINS 
AND LOCAL AND TRANSFER FREIGHT 
TRAINS 


RAILWAYS WITH THROUGH AND LOCAL 
FREIGHT SERVICE ONLY 


BELT AND TRANSFER FREIGHT RAILWAYS 


RAILWAYS WITH PRIMARILY PASSENGER 
SERVICE 
ELECTRIC SUBURBAN RAILWAYS 


eveereecee sees ce 


10 _@ % 6 i 2 2 
MILES 


( 


Zs 


4 
a 
4) 

> 
ty 5 


YY 











x 









































LOCALIZATION OF RAILWAY FACILITIES 


Chicago and by motor trucks that per- 
form pickup and delivery. Finally, 
there are many accessory facilities neces- 
sary for the maintenance of the railway 
service: shops, engine terminals, coach 
yards and offices, all closely interrelated 
in location both to each other and to all 
features of the urban pattern. 


Outer Railway Approaches 


The dominant impression that one 
obtains upon first inspection of a map 
showing the railway pattern outside the 
Chicago city boundary for 40 or 50 
miles in every direction (Figure I) is 
that of a number of radial lines inter- 
sected by a circumferential line. The 
radial lines are here called the outer 
railway approaches, and the circum- 
ferential line is commonly known as the 
Chicago Outer Belt Line. Other than 
the general radial arrangement, the 
outer belt line, and the concentration of 
lines around the southern end of Lake 
Michigan, no other pattern is evident. 
In that respect, Chicago is in marked 
contrast to most other major railway 
centers where differences in elevation 
and slope of the land surface and the 
existence of water barriers strongly chan- 
nel the railway approaches into a limited 
number of routes. No mountains, rivers, 
hills, or valleys restrict the approaches 
to Chicago. Only Lake Michigan and, to 
a very minor extent, the highest of the 
moraines that partially encircle the 
metropolitan area affect the regularity 
of the railway pattern. Close to the 
center of Chicago, however, the Chicago 
River and its branches affect the loca- 
tion of terminals far out of proportion 
to the small sizes of those streams. 

The absence of major surface features 
has had an important effect upon the 
relationship between railways and the 
general land use pattern of metropolitan 
Chicago. The railway routes, and not 
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surface configuration as in many cities, 
formed the principal axes along which 
settlement has taken place and along 
which urban decentralization has been 
carried on. Of particular significance is 
the close relationship between the rail- 
ways and the configuration of the outer 
boundary of urban development which 
took place most rapidly and intensively 
along the railway lines, thereby forming 
prongs of urbanization that extend far 
out into the hinterland. 


Chicago Outer Belt Line 


The trunk line railways enter what is 
generally called the Chicago Terminal 
District at the points where they are 
intersected by the Chicago Outer Belt 
Line (the Elgin, Joliet and Eastern Rail- 
way) at a distance of 25 to 40 miles from 
the commercial core of Chicago. 

The Chicago Outer Belt Line con- 
stitutes a unique type of facility, distinct 
from the other belt railways in function 
and in location. From Porter, Indiana 
to Waukegan, Illinois it is 130 miles in 
length, considerably longer than any 
other belt line. Its average distance 
from the central part of Chicago is 
twice that of any other belt line. It 
passes for the most part through rural 
areas, in contrast to the other belt lines 
which are located largely in built-up 
areas. It is unique further in that it is 
the only belt line that crosses and has 
direct physical track connection with 
all of the trunk lines serving Chicago. 


Like the other belt lines, the Elgin, 
Joliet and Eastern serves as a connecting 
link over which thrcugh freight traffic 
moves between the various radial lines, 
and as an intermediate carrier or ter- 
minal line for freight originating or 
terminating within the Chicago terminal 
district. Its functions and location are 
greatly affected by its ownership and 
control by the United States Steel Cor- 
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poration. Although it is a+ common 
carrier, a large proportion of its traffic 
moves to, from, and between plants of 
the parent company. To a great extent 
it is a local inter-plant facility as well as 
a belt line. It handles approximately 30 
million tons annually, or about 22 per cent 
of the total traffic of all belt and switch- 
ing railways in the metropolitan area.' 

The unique function of the Outer 
Belt Line as a road-haul carrier of 
through traffic around the outer edge of 
the metropolitan area is further demon- 
strated by the fact that in 1938 the aver- 
age haul per revenue ton was 45 miles, 
considerably longer than that of any of 
the other belt lines. The long average 
haul reflects, of course, the peripheral 
location of the line. 

Interchange of cars between the Outer 
Belt Line and the trunk lines that it 
intersects is direct and expeditious. At 
each intersection an interchange track 
is provided and, at the more important 
crossings, there is a small yard. Inbound 
and outbound freight trains on the trunk 
lines do not, as a rule, originate or 
terminate at the Outer Belt crossings 
because the traffic interchanged there 
constitutes a small proportion of the cars 
in most trunk line trains. In every case 
the Outer Belt intersects the main lines 
beyond their principal Chicago district 
freight yards. Thus the yards required 
for interchange of cars between the line- 
haul carriers and the Outer Belt Line 
are neither large nor complex and do 
not require vast areas as do the major 
classification yards of the trunk lines 
located closer to Chicago. 


Primary Classification Yards of the Trunk 
Lines 

Each of the principal trunk line rail- 

ways radiating from Chicago operates 


1 Interstate Commerce Commission, Comparative State- 
ment of Railway Operating Statistics, Years 1938, 1937, and 1936. 
Washington, 1939. 
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one or more classification yards in which 
freight trains are classified in accordance 
with their destinations and in which 
freight trains are assembled for further 
movement. In area they are the most 
extensive of all railway facilities, and 
their locations vitally affect the land use 
pattern of the entire metropolitan area 
as well as the efficient functioning of its 
railways. 

On almost all of the trunk line rail- 
ways of the metropolitan area the outer- 
most of the classification yards are the 
largest and most important. In those 
primary yards the road freight trains 
are assembled outbound or are broken 
up into transfer trains inbound.? 

Virtually all of the primary or outer 
classification yards have certain loca- 
tional characteristics in common. They 
are located well inside of the Outer Belt 
Line and either just outside, or just 
within the next outermost belt railway. 
They are beyond the peripheral belt 
of industry that encircles the city of 
Chicago and its inner suburbs. The vast 
majority of the commercial and_ in- 
dustrial establishments of the metro- 
politan area are closer to the center of 
Chicago than are the primary classifica- 
tion yards. The reason for the peripheral 
location of the yards is obvious if one 
considers that the object of all terminal 
switching movements is to handle in- 
bound and outbound cars with a mini- 
mum of mileage and delay and, wher- 
ever possible, without reverse movement 
between road train and local desti- 
nation, or between local point of or- 
igin and the road train in which the 
cars are to leave the terminal district. 


Location of the major outer classifica- 
tion yards at or near the intersection of 


2 The term “road train” refers to a train operated be- 
tween a yard or other location within the terminal district 
and a distant point as distinguished from a “transfer train” 
which operates from one yard or point within the terminal 
district to another within the district. 
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the outermost belt line (other than the 
Outer Belt Line railway) enables the 
belt lines to transfer cars to and from the 
trunk lines without back-haul over any 
section of the latter (Figure IT). 

Because the Elgin, Joliet and Eastern 
handles only one-quarter or less of the 
total belt-line traffic of the Chicago 
terminal district, the most efficient opera- 
tion of transfer trains would not result 
from the location of major yards at the 
points where that railway intersects the 
trunk lines. Were the yards so located, 
large numbers of transfer trains would 
have to be operated over the trunk lines 
for longer distances to and from such 
more remote classification yards. 

Level land is essential for the location 
of the large freight classification yards. 
For that reason among cthers, such 
yards are all located upon the level 
Chicago plain, rather than on the rolling 
morainic upland which surrounds the 
plain a few miles from the city. 

The outer major classification yards 
are provided with a variety of facilities 
requiring, in some instances, many hun- 
dreds of acres. A large classification 
yard is in reality a group of several 
yards, each serving a specialized func- 
tion in relation to the whole. A typical 
classification yard includes an inbound 
receiving yard, a hump or throat for 
inbound movement, an inbound classi- 
fication yard, an inbound departure 
yard for the transfer trains, an outbound 
receiving yard, an outbound throat or a 
hump for gravity switching, an outbound 
classification yard, an outbound de- 
parture yard, interchange tracks, repair 
or “bad order’ tracks, caboose tracks, 
roundhouses, coaling facilities, repair 
and maintenance shops, icing facilities 
for perishables, and feeding pens for live- 
stock in transit. 

An indication of the vast areas that 
are required for the major classification 
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yards is afforded by the car capacities 
of the various sections of Proviso Yard, 
the primary yard of the Chicago & 
North Western Railway, located west of 
Chicago. Originally a smaller yard with 
a capacity of 2,000 cars, Proviso Yard is 
now one of the world’s largest having 
been greatly enlarged between 1927 
and 1930 to many times the capacity of 
the original layout constructed in 1902. 
The inbound classification hump yard 
at Proviso holds 3,274 cars, the hump 
repair yard, 187 cars, the forwarding 
yard, 1,724, the outbound Wisconsin 
Division yard, 1,889, the outbound Ga- 
lena Division yard, 1,522 cars, and so 
forth. In all, Proviso Yard has capacity 
for 26,000 cars at one time, embraces 


' 1,500 acres, and is five miles long and 


1.5 miles wide at the widest point. 
Several other yards in metropolitan 
Chicago are nearly as extensive. Land 
for such facilities could not be found in 
or near the built-up parts of the city at 
reasonable cost and, consequently, even 
aside from the requirements of railway 
operation which favor a peripheral loca- 
tion, such yards must of necessity be 
located at or beyond the edge of the 
urbanized area. 


As train lengths increase, classifica- 
tion yards must become longer because 
the economical maximum length of a 
train is limited by the length of the 
longest tracks in the yards, unless ex- 
pensive and time-consuming “‘push-pull”’ 
switching is used, rather than the more 
efficient hump or gravity operation. 
Between 1921 and 1941 the length of the 
average freight train in the United 
States increased from 38 to over 50 
cars. The average train entering and 
leaving the Chicago area is considerably 
over 50 cars and trains of 100 and more 
are very common. Furthermore, as 
schedules are speeded up the number of 
intermediate yardings of freight cars 
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between the points of shipment and con- 


amount of switching and sorting at the 
signment decreases and, conversely, the 


major terminals and gateways such as 
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metropolitan Chicago (other things be- 
ing equal) greatly increases. 

The major classification yards are, 
therefore, tremendous establishments re- 
presenting in many instances the cul- 
mination of a series of expansions and 
enlargements. In many cases they are 
the final result of a long series of re- 
movals farther and farther from the 
center of the city as space requirements 
have outgrown the areas of land avail- 
able for expansion and as the land values 
in the vicinities of the older yards have 
risen beyond the capacity of the railways 
to purchase land for expansion of the 
classification facilities.’ 

Like the classification yards, large in- 
dustrial plants have also been established 
on the periphery of the city where ex- 
tensive sites are available at low cost. 
Such plants have located on the belt 
lines. The consequent rise in traffic on 
these belt lines has also been a factor in 
the peripheral movement of the classi- 
fication yards which are now located 
along belt-trunk line intersections. 

Chicago has a series of old freight 
yards along most of the trunk line rail- 
ways which have more or less outgrown 
their original functions as major pri- 
mary classification yards and now serve 
only industries in their vicinities. In 
such yards classification of road trains 
does not commonly take place. They 
are used for local interchange and 
switching, or for storage of idle cars. 
In some cases they have been completely 
abandoned. Many of them are no longer 
suited to the handling of modern trains. 

The establishment of .Proviso Yard as 
the, primary classification yard for the 
C. & N. W. in the Chicago district, of 
Markham on the Illinois Central, Ben- 


Cf, C. C. Colby, “Centrifugal and Centripetal Forces 
in Urban Geography,” Annals of the Association of American 
Geographers, 1933, pp. 1-20; and Homer Hoyt, “Forces of 
Urban Centralization and Decentralization,” The American 
Journal of Sociology, 1941, pp. 843-52. 
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senville on the C. M. St. P. & P. and 
similar yards on many other railways 
resulted in the abandonment of one or 
more yards as major yards; and, in 
every case, the older yards were closer to 
the city. Along some of the railways 
(Figure II) a series of three, four or 
more yards may be seen, each once the 
major outer classification yard of its 
respective line, and each relegated to a 
secondary function when a newer and 
larger classification yard was opened 
farther from the city. 


The final stage in the peripheral 
movement of freight classification out- 
side of Chicago is perhaps in the “pre- 
classification” of trains at a division 
point far outside the metropolitan area. 
This process greatly reduces the amount 
of switching required in the metropolitan 
yards and, in effect, relieves the Chicago 
yards from the primary classification 
function altogether. As an example of 
how the process works, we may point to 
the C. B. & Q. Railroad. Unable to 
expand the Morton-Park-Clyde Yard 
which was its major classification yard 
on the western city limits of Chicago, 
the Burlington, rather than establish 
another and larger yard nearer the 
metropolitan periphery, decided to per- 
form the primary classification at the 
next division points to the west: Gales- 
burg for its main-line trains and Savanna, 
Illinois for its Mississippi River line 
trains—162 and 145 miles, respectively, 
from Chicago. At those points, inbound 
trains are classified in “station-order’’; 
that is, cars are placed on the trains in 
the order they are to be dropped in 
secondary yards, at interchange points 
with connecting and belt lines, and for 
spotting at freight stations and industrial 
sidings in the Chicago area. Thus cars 
for the Outer Belt are placed at the 
head-end of the train, those for the next 
yard or junction are placed just..behind, 
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and so on. This enables the road loco- 
motive to switch off the cars with mini- 
mum delay, and eliminates the necessity 
of reshuffling and classifying the entire 
train at a yard near Chicago. Similarly, 
other roads pre-classify at division points 
a hundred or more miles from Chicago; 
the New York Central at Elkhart, 
Indiana, the Michigan Central at Niles, 
Michigan, the C. & E. I. at Danville, 
Illinois, and the Wabash at Decatur, 
for example. 


Belt Lines Within Terminal District 


The Chicago terminal district is note- 
worthy for the magnitude and com- 
plexity of its belt line railways. By the 
use of belt lines, shipments may be 
routed to, from, or between any of the 
trunk line railways that serve the metro- 
politan area whether or not the trunk 
lines involved in the movement inter- 
sect. Likewise, shipments that originate 
or terminate on the industrial sidings or 
at the freight stations of any trunk line 
may be routed in or out of the terminal 
district over any other trunk line. The 
belt railway lines of metropolitan Chi- 
cago are, for the most part, owned and 
operated by specialized organizations— 
the belt railway companies which, in 
turn, are mainly controlled by the trunk 
line railways. Several trunk lines also 
operate circumferential lines without 
separate incorporation.‘ 

There are, in the metropolitan area, 
in addition to the Outer Belt Line already 
described, three important circumfer- 
ential routes, so located as to form a 
generally concentric pattern. Each 
of the three routes is controlled and 
operated, not by a single company, but 

‘The term “belt line” as used in this paper refers to any 
circumferential line the primary business of which is inter- 
mediate hauling of freight to, from, or between trunk lines 
regardless of the nature of its corporate organization. It 
thus includes, in addition to belt lines proper, circum- 


ferential lines operated directly as integral parts of trunk 
line-haul carriers. 


rather is composed of sections of railway 
under various ownerships and opera- 
tions. 

The circumferential routes are im- 
portant factors in the localization of 
industries. The centrifugal trend in 
industrial location has been greatly 
accelerated by the operation of the belt 
lines which offer to shippers the oppor- 
tunity to locate beyond the more con- 
gested central part of Chicago yet within 
easy access of all the trunk lines in 
every direction. Of the 5,735 industries 
with private switch tracks in the Chicago 
Switching District just before the be- 
ginning of the present war, 1,389, or 
24.2 per cent, were located on lines 
of belt railway companies. Hundreds 
of additional industries are along the 
circumferential connecting lines of the 
trunk railway systems. From all such 
locations, cars are switched directly to 
and from the primary classification yards 
in transfer trains without the inter- 
mediate yardings that are required of 
cars bound to and from more central 
locations on the trunk lines. Reduction 
of trucking movements on congested 
streets, particularly for less-than-carload 
shipments, results in additional time 
savings. 

The three major belt routes may, for 
convenience in discussion, be considered 
as the peripheral, the intermediate and 
the inner belt routes. 

The peripheral belt route,* approxi- 
mately 50 miles long and located at an 
average distance from the Chicago cen- 
tral business district of about 15 miles, 
carries the heaviest traffic of the three 
routes. The line connects the primary 
classification yards of the principal trunk 
‘sTabulation: Tariff 22-BB, Directory of Industries with 
Private or Individual Side Tracks in the Chicago District, Ulinois 
— Association, Chicago Switching Committee, June 
" sThe peripheral belt route is not to be confused with the 


Chicago Outer Belt Line (Elgin, Joliet & Eastern Railway) 
which is twice as far from central Chicago. 
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line railways and enables interchange of 
cars to be made between such yards 
with minimum delay. In general the 
line is located at the outer edge of the 
built-up urban part of the metropolitan 
area, from one to five miles beyond the 
limits of the city of Chicago. Transfer 
trains are operated on regular schedules 
to connect at the classification yards 
with the scheduled ‘manifest’? or fast 
freight trains of the trunk lines. In 
addition, local way freight trains pick 
up and drop cars that originate and 
terminate at the industries along the 
belt line. The line is entirely double- 
tracked. 

The northwestern sector of the periph- 
eral belt route differs somewhat from 
the rest of the route in character of 
operations and traffic. It is operated 
by the Chicago & North Western Rail- 
way—primarily for through freight mov- 
ing between Proviso Yard and the north 
and northwest. It serves a similar pur- 
pose for the C. M. St. P. & P. (The 
Milwaukee Road) which has trackage 
rights over the line into Bensenville 
Yard. By use of this line each of the 
two railways can route ‘trains to and 
from its main freight classification yard 
west of ‘Chicago even though a large 
number of such trains operate over lines 
to the north and northwest. 

Most of the peripheral belt route, 
however, is jointly owned and operated 
by the Indiana Harbor Belt Railroad 
and the Baltimore & Ohio Chicago 
Terminal Railroad. Interchange yards 
are located at each intersection of the 
line with radial trunk lines, somewhat 
similar to the yards along the Outer 
Belt Line. The route passes close to the 
west end of the huge Clearing Yard of 
the Belt Railway and, continuing to the 
southeast, it crosses several trunk lines 
at Blue Island and there splits into two 
separate lines. The first, the line of the 


Baltimore & Ohio Chicago Terminal, 
leads to Barr Yard where the B. & O. 
road freight trains are assembled and 
broken up. The second, the line of the 
Indiana Harbor Belt Railroad, leads to 
the busy East Blue Island Yard where 
many road trains of the New York 
Central System originate and terminate. 
East of the two yards several lines of 
both belt railway companies serve plants 
in the Calumet industrial district of 
northwestern Indiana. 

The peripheral location of the joint 
double-tracked Indiana Harbor Belt— 
Baltimore & Ohio Chicago Terminal 
route—together with the control of both 
companies by important trunk line rail- 
ways, has encouraged development of 
fast transfer service on schedules closely 
coordinated with trunk line road freight 
trains. 

Most shipments originating on belt 
lines within the Chicago switching dist- 
rict’? cost the shipper no more than if 
they were to originate directly on the 
line of the road-haul carrier by which 
they leave the district since the latter 
railway in most cases absorbs the switch- 
ing charges of the belt lines. Industries 
are thus free from the former disadvan- 
tage of having to pay additional freight 
charges on all traffic except that handled 
directly by the line-haul carrier. Belt 
line locations, therefore, cost the shipper 
no more in freight charges than do loca- 
tions on trunk lines. At the same time 
they give access not to one, but to all, of 
the trunk lines entering the district. A 
location on a trunk line route, on the 
other hand, generally compels the ship- 
per to route his traffic over the railway 
on which he is located or to pay addi- 
tional switching charges on traffic mov- 
ing to or from a competitive road-haul 
carrier. 


? The outer boundary of the Chicago Switching District 
is generally located just outside the joint I. H. B.—B. & O. 
C. T. belt line route. 
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The intermediate or middle-belt route, 
only half as distant from the commercial 
center of Chicago as the peripheral 
route, passes through an intensively de- 
veloped industrial zone within the city. 
Except for its northern sector, most of 
the route is operated by the Belt Rail- 
way Company of Chicago, a terminal 
and transfer company owned jointly by 
13 trunk line railways. That company 
serves its owners as a transfer route and 
as a source of traffic to and from the 
hundreds of industries along the route, 
as well as a means of efficient and rapid 
classification of cars. ; 


The principal classification facility of 
the Belt Railway of Chicago is Clearing 
Yard, so named because it was designed 
to perform for the railways which share 
in its ownership much the same function 
that a clearing house serves for banks. 
It receives cars from the various rail- 
ways, classifies them, and assembles 
them into transfer trains, delivering them 
to the line-haul carriers for further move- 
ment toward their destinations. Within 
the yard are 180 miles of track, with a 
capacity of over 6,000 car classifications 
per day. Special facilities such as an 
icing plant for refrigerator cars and 
stockyards for livestock in transit enable 
the yard to service all types of ship- 
ments. Clearing Yard is located just 
outside of the city boundary, about 15 
miles southwest of the central business 
district, in an area that is partly un- 
developed vacant land, in part inten- 
sively developed with industrial plants, 
large and small. The yard, five miles long, 
extends between the Belt Railway Com- 
pany’s line on the east and the peripheral 
I. H. B.-B. & O. C. T. line on the west. 
Thus all three of the major belt railway 
companies of the Chicago district, as 
well as the 13 owner trunk lines, have 
direct access. Clearing Yard is ideally 
located for the function that it performs. 
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It is near the areal center of the terminal 
district, is between the two principal belt 
routes, and is easily accessible from all 
directions. Furthermore, the numerous 
industries in the vicinity (including those 
of the Clearing Industrial District) are 
well served by switching movements 
directly to and from the classification 
tracks of the yard, thereby making in- 
termediate hauling and yarding of cars 
unnecessary. A shipment from ‘the 
Clearing Industrial District, for example, 
southbound over the Illinois Central, is 
switched directly to the appropriate 
track in the classification yard at Clear- 
ing, placed in a transfer train that takes 
it to Markham Yard where it is classified 
directly into the Illinois Central train 
that carries it to its southern destination. 
Only two yardings, therefore, are neces- 
sary between the loading of the car and 
its final movement out of the metropoli- 
tan area. 

The inner belt route, third of the con- 
centric routes within the Chicago Switch- 
ing District, is more complex in function 
and in operation than are either of the 
other routes. It is not a single railway 
line, but rather a group of several rail- 
ways operating on closely parallel rights- 
of-way over a single elevated embank- 
ment. At its nearest point it is less than 
two miles west of downtown Chicago. 
For its entire length it is lined with in- 
dustrial establishments which are served 
by numerous sidings and small yards. 
There are also numerous carload and 
l.c.l. freight stations along the line. 

The three belt line routes (excluding 
the Elgin, Joliet and Eastern Railway 
which is different in character) and. the 
many radial trunk lines give to the city 
of Chicago and its contiguous suburbs 
a cellular pattern. The built-up sections 
of the metropolitan area are divided into 
compact units, separated by railways 
and the associated strips of industrial 
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land from neighboring units. Orienta- 
tion of the railways in conformance with 
the gridiron pattern of city streets em- 
phasizes that characteristic. Because 
most of the lines, especially those close 
to the center of the city, are on elevated 
embankments they form physical bar- 
riers among neighboring communities. 
That encourages the development of 
distinctive neighborhood, units with ho- 
mogeneous economic, social and ethnic 
characteristics within each of the cells. 
This condition is somewhat of a disad- 
vantage to the city in that it impedes 
free and easy access from one part of the 
city to another but is an advantage in 
that it furnishes physical lines of de- 
marcation within which the planner is 
presented with the opportunity of de- 
veloping physically integrated neighbor- 
hoods. Many such cellular areas are 
now within the blighted and_near- 
blighted parts of the city. In the re- 
building and rehabilitation of such areas 
by utilizing the railway boundaries the 
planner arid developer has the op- 
portunity to create real communities 
with homogeneous or balanced char- 
acteristics. ‘The industries along the 
railways bordering the communities can 
furnish employment to the residents who 
will live in the central parts of each 
cellular unit. 


Trunk Line Routes 


Near the commercial core of Chicago 
the 28 radial routes of the 21 railway 
systems that enter the metropolitan area 
are crowded into seven major routes. 
Therefore, the general pattern of the 
trunk lines, although radial, has dend- 
ritic modifications near the metropolitan 
center. Were each line to retain its sep- 
arate identity in approaching the center 
of the city and to operate over its own 
right-of-way, there would be such crowd- 
.ing and. duplication of facilities that little 
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if any land surrounding the central busi- 
ness district would be available for 
other than railway use. 

The seven approach routes to central 
Chicago are aligned parallel to the north 
and south branches of the Chicago 
River, to the shore of Lake Michigan, 
and to the rectangular street grid of the 
city. The earliest routes appropriated, 
in general, the water frontage. They 
were originally regarded mainly as feed- 
ers of traffic to the water routes. Such 
railway lines (built before the street 
grid was extensive) do not, in general, 
conform to it. Later lines, in order to 
avoid excessive condemnation and the 
platting of irregularly-shaped parcels, 
were constructed with north-south or 
east-west alignment parallel to the city 
streets. Such lines generally were not 
oriented with regard to water areas 
because waterfront land was taken up by 
earlier lines. Later, the rail-water in- 
terchange of traffic became relatively 
unimportant. The general flatness of 
land in and near Chicago made un- 


' necessary the paralleling of waterfronts 


to secure favorable grades. 

The seven approach routes (Figure 
III), proceeding counter-clockwise from 
the north, are as follows: 


1. The Chicago River North Branch route, 
used by the Milwaukee and Wisconsin di- 
visions of the Chicago & North Western 
Railway. 

2. The Kinzie Street route, used by the 
Galena division of the C. & N. W. (Chicago’s 
earliest railway) and, to a point two miles 
west of downtown Chicago, by a joint line 
of the C. M. St. P. & P. and a freight division 
of the Pennsylvania system. 

3. The 16th Street route, used by the 
Baltimore & Ohio and its tenants (Chicago 
Great Western, Soo Line, and Pere Mar- 
quette), the Burlington, and a freight line 
of the C. & N. W. 

4. The Chicago River South Branch-Des 
Plaines River route, utilizing the old “Chi- 
cago-Portage” route across the glacial di- 
vide, used by the Alton and Santa Fe rail- 
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ways, and, for a part of the distance, the 
western line of the Illinois Central. 

5. The Pennsylvania: C. & W. I. route, 
consisting of two parallel rights-of-way used 
by the Pennsylvania (Pittsburgh, Fort Wayne 
& Chicago) Railroad, and the Chicago & 
Western Indiana, the latter a terminal road 
leasing trackage rights to the Erie, Wabash, 
Chicago & Eastern Illinois, Monon, and 
Grand Trunk Western. 

6. The New York Central-Rock Island 
route, consisting of common trackage owned 
jointly by the New York Central (Lake 
Shore & Michigan Southern) and the 
Chicago, Rock Island and Pacific, and also 
leased to the Nickel Plate Road. 

7. The Lakefront route, owned by the 
[Illinois Central, and also used by the New 
York Central (Michigan Central), “Big 
Four’? (New York Central System), Chicago, 
South Shore & South Bend (South Shore 
electric) and freight trains of the Chese- 
peake & Ohic and Nickel Plate Road. 


Several characteristics are common to 
all seven routes of approach to central 
Chicago. Particularly noteworthy is 
their width which in some cases exceeds 
a city block. In addition to four or more 
main running tracks, the rights-of-way 
are also developed with freight houses, 
team tracks, sidings, interchange freight 
yards, passenger coach yards, and other 
accessory facilities. Traffic density on 
the routes is high and in some cases each 
of the running tracks serves a special 
function: local freight, suburban _pas- 
senger, through passenger, and so forth. 
Most commonly the freight tracks are the 
outer ones in order to serve sidings and 
yards without necessity of crossing over 
other main tracks. 


The relations between the seven ap- 
proach routes to central Chicago and 
the localization of industry and resi- 
dential areas is noteworthy and of great 
importance. 

Along each of the routes there has been 
developed wedges or strips of industry 
which radiate from the commercial core 
of the city. Only the Lakefront route is 
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relatively free from industrial develop- 





ment. Two such strips, along the two 
branches of the Chicago River, had al- 
ready begun their industrial development 
before railways came to Chicago but 
the railways undoubtedly enabled them 
to maintain their importance long after 
waterways became relatively unimport- 
ant as a factor affecting industrial loca- 
tion in downtown Chicago. Each of 
the four remaining routes, however, 
passes through industrial areas that ex- 
tend for miles outward from the heart 
of the city. . Thus the general pattern 
of industry within the city of Chicago, 
as distinguished from the outer parts 
of the metropolitan area, is radial and 
corresponds generally to the routes by 
which the railways reach the city’s 
center. 

The smoke and noise that in the past 
have accompanied railway operation, 
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together with the advantages of in- 
dustrial location along the main-line 
railways prior to the period of belt-line 
development, have forced residential 
building mainly~to the interstitial areas 
between the prongs of industry along the 
railway axes. The requirements for 
residential use of the land were not so 
specialized as were those for industrial 
use; as a result the residential develop- 
ment took place in the areas that re- 
mained after the industrial sites had been 
appropriated. Thus in Chicago a 
wedge-shaped pattern of residential areas 
has developed within the city proper, 
particularly close to the commercial 
core within the area between Lake 
Michigan and the innermost belt line, 
as contrasted to the cellular pattern 
farther out and the stellate pattern on 
the urban fringe. Between each pair 
of railway approaches to central Chicago 
is a pie-shaped residential area, with its 
apex close to the commercial core where 
the railways converge. 


Freight Terminals of Central Chicago 


Surrounding the central business or 
“Loop” district is a belt of freight 
terminals, partly obsolete in design and 
layout, and in part poorly located for 
efficient railway operation. Some of the 
freight terminals form serious obstacles 
to the orderly development of the area 
surrounding the Loop. In many in- 
stances, also, these terminals are a 
source cf excessive operating expense to 
the railways. They are mainly survivals 
from the period before the development 
of belt lines and motor truck, although 
there are a few more modern terminals 
which serve the establishments of the 
commercial core and the wholesale and 
light manufacturing district that sur- 
rounds it, 

In recent years there has been a 
strong tendency for many freight houses 


to be located near the edge of the city 
rather than close to its heart. Notable 
examples are the huge package freight 
terminal and transfer house at Proviso 
Yard and a similar, though somewhat 
smaller terminal at the Galewood Yard. 
Shipments routed to and from such outer 
freight houses avoid the congested yards 
and terminals closer to the city. Those 
shipments that are bound to and from 
the downtown freight terminals are 
generally subjected to more or less delay 
in passing through the terminal district. 
They are ‘loaded on cars that are 
switched, in the case of outbound ship- 
ments, to the nearby industrial or 
secondary classification yards. There 
the cars are put on transfer trains which, 
in turn, are operated between the second- 
ary yards and the large primary classi- 
fication’ yards. At such yards, after 
additional time is consumed in switch- 
ing and classification, the cars are 
finally placed in road trains for move- 
ment toward their destinations. In the 
case of less-than-carload shipments an 
additional handling is commonly neces- 
sary because such shipments from a 
given siding or freight station are often 
placed in cars without regard for ulti- 
mate destination, and are reloaded at 
“transfer houses” into cars wherein 
shipments from many origins but bound 
for the same destination or route are 
combined. By trucking l.c.l. shipments 
to and from the freight houses on the 
urban periphery, much of the inter- 
mediate switching and reloading is elim- 
inated and many hours can be saved in 
transit time. 


The Tunnel System 


The Chicago Tunnel System, a unique 
facility for the handling of freight within 
the central business district and to and 
from the railway freight stations situated 
in the zone immediately surrounding 
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the commercial heart of the city, makes 
possible the elimination of much truck- 
ing over crowded downtown streets and 
provides hundreds of establishments with 
direct connections to the railway sta- 
tions. The system consists of about 62 
miles of narrow gauge electric railways 
operating in tunnels under practically 
every street of downtown Chicago and 
extending into the surrounding whole- 
sale and manufacturing belt. Business 
establishments on the streets served by 
the system have private sidings and load- 
ing platforms in their basements. The 
tunnel railway is a common carrier and 
issues ‘through bills of lading in connec- 
tion with the standard railways. Tunnel 
cars are hauled to the railway freight 
stations and there loading and unloading 
to and from standard railway cars is 
handled directly and expeditiously. The 
service performed by the tunnel com- 
pany is somewhat analogous to that 
performed by the belt line railways on 
their lines farther from the center of the 
city. Many establishments without 
direct tunnel connections are served by 
the tunnel company’s motor truck pick- 
up and delivery service which connects 
with four union freight stations where 
the company handles freight interchange 
between its tunnel cars and motor trucks 
on the one hand and standard railway 
cars on the other. 


Passenger Coach Yards 


The areas required for servicing pas- 
senger equipment, for its storage while 
not in use, and for the making up and 
breaking up of passenger trains are very 


extensive. Obviously, the centrally 
located land in the vicinity of the major 
passenger terminals is far too valuable 
for such uses. As in the case of the 
freight classification yards, there has 
been a notable decentralization and 
peripheral movement of many of the 
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coach yards. Because some operations 
involved in maintenance of passenger 
equipment are similar to those for freight 
cars, several of the railways have located 
their coach yards near freight yards 
and shops. However, in view of the short 
time available for turn-around of rolling 
stock between incoming and outgoing 
runs, there is am economic limit to the 
distance coach yards may be located 
from the downtown passenger terminals. 
The expense and time of backing an 
empty train for several miles from depot 
to yard and then backing it into the 
depot for the outgoing run is minimized 
wherever possible. In some cases, par- 
ticularly several of the fast streamlined 
trains making turn-arounds of two hours 
or less, additional cars would be re- 
quired to maintain schedules if the 
coach yards were not located relatively 
close to the terminals. 

As in the case of freight yards, the 
major consideration in the localization 
of the passenger coach yards is a reason- 
able balance between the high cost of 
the land close to the depot on the one 
hand and the expense and time of long 
turn-around back-up runs on the other. 
A secondary factor is the inertia of loca- 
tions that were selected many years 
ago when sites now close in were peri- 
pheral. 

Although distance of coach yards from 
depots varies from less than a mile in 
the case of the Illinois Central to 10 
miles in the case of the Nickel Plate 
Road, most of the railways have located 
their passenger yards relatively close to 
the downtown terminals. Formerly 
the scheduled turn-around time for 
passenger equipment was much longer 
than now and it was feasible to locate 
coach yards at sites that were then on 
the edge of the city on land of low value 
and with sparse settlement. As the city 
expanded, such areas generally remained 
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in railroad use because coach yards, 
unlike’ freight yards, could not be 
economically removed outward toward 
the new urban periphery. On the con- 
trary, it became ever more desirable to 
move them closer to the center of the 
city but, in general, it was impracticable 
to do so because of intensive use and high 
value of close-in land. 

The coach yards for the rolling stock 
used in suburban trains are, in several 
instances, located closer to the down- 
town depots than are those that service 
equipment used in long-distance inter- 
city trains. Such separation of facilities 
and differentiation of functions is neces- 
sitated by the rapid turn-arounds and 
shorter runs of the suburban trains. 
Obviously, a train making a thousand- 
mile round trip can more conveniently 
and economically make a _five-mile 
turn-around run between depot and 
coach yard than can a suburban train 
that makes a 20- to 40-mile round trip. 


Roundhouses 


Roundhouses, where locomotives are 
stored and minor repairs made between 
runs, together with the associated forges, 
foundries, and other associated facilities 
including those for fueling the motive 
power, are usually found in proximity to 
the yards where cars are assembled into 
trains. The pattern of areal distribu- 
tion of roundhouses and their accessory 
facilities, therefore, closely corresponds 
to the pattern of major freight and 
passenger yards. 


Shops 


Railway shops may be divided into 
two general classes: first, major shops in 
which motive power and rolling stock 
of entire railway systems or large seg- 
ments thereof are overhauled, repaired 
and rebuilt; and second, smaller shops 
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where light running repairs, ordinary 
overhauls, and routine maintenance of 
equipment operating to, from, and with- 
in the terminal district are carried out. 

Maintenance shops other than the 
large major shops are located chiefly in 
or near yards where trains are handled. 
Each of the larger freight classification 
yards has as a part of its layout a number 
of “‘bad-order’”’ tracks upon which cars 
found in transit to require minor re- 
pairs are placed. Those cars are taken 
to the shops, usually conveniently lo- 
cated nearby. In association with each 
passenger coach yard, likewise, is a 
series of shops where ordinary repairs 
are made. Running repairs to locomo- 
tives are most commonly made at shops 
located within the roundhouse and en- 
gine terminal areas which, in turn, are 
usually associated with yards. 

The very large railway shops, on the 
other hand, are conspicuous by their 
relative absence from metropolitan Chi- 


cago. Of the 21 trunk-line systems that 
serve the area, only one operates its 


principal shops within Chicago. The 
explanation is found in the fact that the 
railways terminate in rather than pass 
through the metropolitan area. The 
shops, particularly those of the large 
systems that extend for hundreds of 
miles, tend to be located toward the 
middle rather than at the ends of their 
respective railway systems because mo- 
tive power and rolling stock can be 
moved to such intermediate locations 
with maximum expediency and mini- 
mum mileage. Most railways, rather 
than operate a number of shops for 
major equipment repairs each serving a 
segment of the systems, prefer to cen- 
tralize such operations at one or a very 
limited number of very large plants, 
thereby receiving the benefits of econo- 
mies that result from large-scale mass- 
production assembly line methods. 
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Such large shops are, in general, lo- 
cated at or near the “center of gravity” 
of their respective railway systems where 
there is a balance between distances to 
extremities of the system on the one 
hand and the relative traffic density in 
both directions from the shop location 
on the other. In cases where one end of 
a large system has much greater traffic 
density and hence more rolling stock 
and motive power than the other end, 
the shops tend to be located near but 
seldom at the heavy end. Thus the 
Pennsylvania Railroad centralizes all 
major repairs at Altoona, somewhat east 
of that system’s central point, because 
the eastern portion of the railway has 
heavier traffic and more equipment 
than the western portion. 

The operation of this principle in 
location of railway shops is illustrated by 
the movement of the principal shops 
of the Illinois Central System, long 
located at Burnside on Chicago’s South 
Side, to Paducah, Kentucky. The 
latter city is an important junction 
point nearly midway between the two 
ends of the system’s main Chicago-New 
Orleans line. The Burnside shops, once 
a very important center of railway 
activity and employment in Chicago, are 
now used only for maintenance of sub- 
urban electric cars, diesel switch engines, 
and other equipment used locally within 
the metropolitan area. 

The Keeler Avenue shops of the 
Chicago & North Western are the largest 
in Chicago and the only ones in the 
metropolitan area which serve as the 
primary shops of a large railway system. 
These shops are about one-half square 
mile in area. The convergence of several 
of the principal routes of the C. & N. W. 
at Chicago makes them accessible from 
many parts of the system. Unlike many 
other railways the C. & N. W. is not 
composed of a single line with branches; 
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it is a complex network the principal lines 
of which fan out from Chicago to the 
north, northwest, and west. With such 
a pattern, the location of the system’s 
principal shops in Chicago is a logical 
exception to the general rule. 


Passenger Terminals 


The passenger terminals constitute 
the cores of the metropolitan railway 
pattern and are the points to which 
practically all of the radial trunk-lines 
are directed. 

Six major depots located in the central 
business district handle the great volume 
of passenger traffic, relieved only slightly 
by several way-stations in outlying parts 
of the city—notably at Englewood, on 
the south side. To the downtown 
terminals lead the seven avenues of 
approach to which reference was made 
above. Associated with the depots is a 
vast agglomeration of subsidiary facili- 


ties including the yards through which 
the trains are switched in entering and 
leaving the station tracks, the baggage 
and express houses, and the mail han- 


dling facilities. Beyond those facilities 
are many of the principal freight houses 
which required central locations in the 
horse-and-buggy age and which now 
suffer from impaired efficiency through 
congestion on nearby streets only par- 
tially relieved by the tunnel system. 
The passenger terminals and their 
associated facilities form a band of steel 
around the commercial core of Chicago 
and form barriers limiting expansion of 
the urban center. That condition 
constitutes a large part of the explana- 
tion for the unduly high land values 
resulting from concentration of intensive 
land uses in a very small area of central 
Chicago, a problem of acute importance 
to all who are concerned with the orderly 
development and functioning of the city. 
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Summary 


For nearly half a century the con- 
solidation and co-ordination of. the rail- 
way terminals in the central part of 
Chicago has been prominent among 
local public issues. The literature on 
the subject is enormous,* and scores of 
plans for new terminals have been pub- 
lished; but little has actually been ac- 
complished. The present terminals were 
located partly in response to the compe- 
tition of the railway companies, each 
seeking to secure the most favorable 
routes into the city and the most ad- 
vantageous terminal sites. The roads 
that entered the city first took the best 
sites; those that arrived later were 
forced to accept less favorable locations 
or to utilize jointly with earlier railways 
the routes and terminals already de- 
veloped. Several important cooperative 
agreements resulted among the railways 
to avoid duplication of facilities. They 
form precedents for more comprehensive 
terminal consolidations in the future 
although some of the railways have con- 
siderable investments in existing facili- 
ties and high-value land in the central 
area which gives them competitive ad- 
vantages they would be unwilling to 
give up. 

Most of the plans for re-arrangement 
of railway facilities have been primarily 

8For a summary of the more noteworthy Chicago ter- 
minal studies and reports see: Harold M. Mayer, The 


Railway Pattern of Metropolitan Chicago, Ph.D. dissertation 
(University of Chicago, 1943), pp. 128 ff. 
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concerned either with the immediate 
surroundings of the central business 
district, or with the operation of the 
railways as such. No comprehensive 
plan has been evolved that considers in 
detail the relationships between the 
railway pattern and the other elements 
of the urban agglomeration in order to 
insure that the railway facilities will 
function more effectively as_ integral 
parts of the metropolitan area as a 
whole. The relationships that should be 
considered include, among others, those 
between the railways and the location 
of industrial districts, residential areas, 
streets, highways, mass transportation 
routes, neighborhood and. community 
boundaries, harbors and waterways. 


Considering railway service and opera- 
tion only, the pattern of Chicago’s rail- 
way facilities, which developed in re- 
sponse to the forces of competition with- 
out any comprehensive planning, is 
reasonably efficient. There is need, 
however, for the improvement of the 
pattern and its operation in several 
respects. The classification of freight 
can be even further simplified and ex- 
pedited. Traffic can be routed to avoid; 
in some cases, the more congested 
facilities near the center of the city. 
And finally, last but not least, the rail- 
way phalanx around Chicago’s “‘Loop,” 
particularly the multiplicity of passenger 
terminals and associated facilities, must 
be simplified. 





Amortization of Mortgage Premiums 
By RAY B. WESTERFIELD* 


I. The Problem 


HE policy currently employed by 

savings and loan associations in the 
amortization of premiums paid on mort- 
gage loans acquired affects seriously 
the savings and loan industry.' In the 
competition for home financing they 
are unduly handicapped by too rapid 
extinguishment of such premiums giving 
the race to the types of institution that 
follow a more logical policy. It is ex- 
pedient that consideration be given to 
the rate at which such premiums are 
amortized, particularly those on FHA 
mortgage loans. 

The prevailing market price of prime 
mortgage loans is above par, par being 
defined as the sum of unpaid principal 
and accrued interest. The top premiums 
on Title II FHA mortgage loans are in 
the vicinity of 4% and on Title VI 3%, 
and the tendency is for them to rise 
further. Institutional lenders cling tena- 
ciously to their best loans (both FHA- 
insured and non-insured) and they ask 
and are able to get more than par for 
any they are willing to sell. And brokers 
are readily able to find buyers even of 
Title VI loans at a premium of (around) 
3% on what amounts to a “when, as and 
if issued”’ basis. 

The reasons for this situation are 
familiar enough. Basically, loans are 
scarce. Even before the present war 
started, ‘Title II loans commanded goodly 
premiums of 3% to 4%. With the well- 
nigh complete stoppage of this form of 
underwriting on new construction the 
dearth becomes worse. And the re- 
stricted construction of defense and war 
housing under Title VI has done little 
to satisfy the current demand for in- 


* Professor of Political Economy, Yale University. 


vestment outlet. Besides this contraction 
in the supply of new loans, the abundance _ 
of investment funds has led to an ex- 
ceptionally rapid liquidation of existing 
mortgage debt. 

As against the dearth of new and old 
loans there is an unprecedented plethora 
of funds seeking investment. The earn- 
ings of present and prospective home- 
owners are enormous, the normal outlets 
for spending are restricted or fully 
closed, and savings are piling up—the 
rapidity of growth in savings accounts, . 
money in circulation, life insurance 
sales, and other forms of thrift never 
was greater. One important outlet for 
investment is well-nigh closed for the 
duration, namely, the issue of new pri- 
vate securities. Indeed, throughout the 
1930’s and 1940’s the investment bankers 
have floated a pitifully small amount of 
such securities. The only sizable outlet 
for investment remaining is war bonds. 

In this supply-demand situation both 
private and institutional investors who 
heretofore put little if any of their funds 
into mortgage loans are, now and in- 
creasingly, dumping millions of redund- 
ant dollars into this outlet. The tra- 
ditionally low risk of mortgage loans is 
lowered by FHA insurance, by higher 
standardization, by breadth of market, 
by more ready and dependable market, 
and by the more general use of the 
direct reduction mortgage. Confidence 
in this kind of investment is growing into 
universal favor. 

An even more significant factor forc- 
ing up the price of outstanding mortgage 
loans is the easy money policy of the 

! This article is written with the savings and Joan industry 


particularly in mind, but the principles presented have 
general applicability. 
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government. With a view of financing 
the New Deal deficits and of encouraging 
recovery during the 1930’s our govern- 
ment adopted the policy of keeping the 
money market easy. The necessities of 
financing $250 billions of war debt have 
forced a continuation of that policy. 
It is a mathematical fact as well as a 
market fact that low and declining 
interest rates, such as have prevailed the 
past decade, raise the value of all out- 
standing securities having a stipulated 
rent, interest, or dividend return. The 
price of each and all of such investments 
is driven upward until the yield on them 
is made equal to the prevailing market 
rate of interest on comparable invest- 
ments. 

Now it is important to note that most 
all of these factors driving the price of 
mortgage loans to higher premium levels 
will continue for the rest of the present 
war and probably for years afterward. 
Although the supply of mortgage loans 
will jump when the War Production 
Board’s restrictions are lifted, it will still 
—for years to come—fall short of the 
demand. In short, all institutions lending 
on home mortgages must plan on (1) 
low interest rates on new loans made and 
(2). premiums on loans acquired by pur- 
chase. 

And what is equally to the point, it is 
impossible to escape this reduction in 
yield by abstaining from buying mort- 
gage loans at a premium and, instead, 
making new loans at a higher rate. 
Roughly speaking, if one buys a 6% 
loan having ten years yet to run at a 10% 
- premium and he amortizes one-tenth of 
the premium each year, his net yield is 
5%; and he could, presumably, not 
make new loans of equal quality on 
more than a 5% basis, for these are 
substitute outlets for funds and the rela- 
tive allocations to them tend to equate 
yields thereon. 
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The problem to which this article 
addresses its attention is the speed at 
which the premium is amortized. In 
the above illustration the rate assumed 
was one-tenth.a year. The premium 
was written off in ten years’ time, i.e., 
the period of the loan. Obviously, if 
the lender’s policy were to write it off 
at once, or over five years, the yield 
would be less and it might pay better to 
make new loans than to buy existing 
mortgages at premiums. 

II. Definition of Premium 

The investor has been immemorially 
acquainted with the term “premium” 
in the securities market. The financial 
page of every newspaper carries market 
quotations of long lists of bonds, notes, 
certificates, and preferred stocks bearing 
a fixed rate of interest or dividend. These 
quotations are in percentages of par: 
for example, Southern California Edison 
3’s of 1965 at 105%, or Quaker Oats pre- 
ferred 6’s at 152, or United States 
Treasury 2%4’s of 1959-66 at 100.25,? 
the premium being, respectively, $55 
per $1,000 bond, $52 per $100 share, 
and $2.50 per $1,000 bond. If one buys 
such securities through a local broker, 
the price ultimately paid will also in- 
clude brokerage fee, transportation costs, 
etc. It is the universal practice of pur- 
chasers — whether individuals, banks, 
insurance companies, or others—to re- 
gard the total cost above par as premium 
and to calculate the amortization and 
vield on this total cost; and the regula- 
tory authorities approve this concept of 
premium and this calculus of amortiza- 
tion. 

In the case of mortgage loans, “‘asked” 
prices are set by brokers who offer 
sizable blocks for sale and ‘‘bid” prices 
by institutions seeking such investments. 

2 More commonly the decimal in quotations of govern- 


ment bonds means thirty-seconds of one per cent, rather 
than tenths. 
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The market resembles the ‘over-the- 
counter”? market in securities rather than 
the stock exchange for there is no central 
institution handling mortgage loans. 


The price quoted on such loans in- 
cludes the brokerage and other charges 
involved in delivery; or, if the brokerage 
fee is differentiated from the premium, 
it is wholly arbitrary how much is so 
set apart for in this market brokerage 
fees are not yet standardized. Further- 
more, the premium asked in some locali- 
ties is loaded with certain “finding fees,” 
legal fees and ‘“‘kick-backs” to contrac- 
tors. 


It is impossible for the buyer to break 
the premium down into these elements 
and treat them differently in his ac- 
counts. The rule of some regulatory 
authorities to the effect that the cost of 
procuring business (share accounts, mort- 
gage loans and bond investments) shall 
be charged currently to earnings is, 


consequently, incapable of application 
in this connection except upon some ar- 
bitrary basis. 


To classify brokerage as one such cost 
of procuring business, as some regula- 
tory authorities do, does not resolve the 
problem because, when the seller of 
mortgage loans quotes a price, it in- 
cludes all charges and no mention of 
brokerage or other item in that price is 
made. The secrecy that surrounds the 
giving of “‘kick-backs” would prevent the 
buyer from discovering the size of this 
element in the price. Anyway, no regula- 
tory authority, so far as my survey has 
extended, makes any such stipulation for 
the immediate writing off of brokerage 
on bonds bought even though in re- 
spect to bonds the brokerage fee is 
standardized and public and therefore 
readily ascertainable. There is no logical 
reason for treating mortgage loans dif- 
ferently from bonds. 
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Some regulatory authorities state that 
there can be no allowance for premium 
except in case of acquisition of mortgage 
loans by purchase; that, where the loans 
are “originated” by a savings and loan 
association through the process of “‘spon- 
soring’”’ an FHA development and mak- 
ing construction loans to the contractor, 
a premium is impossible. 

This ruling is questionable as to fact, 
and it tends to drive such business into 
competing types of lending institutions. 
For example, recently a Long Island 
national bank which had long been 
associated with a prominent contractor 
and financed his projects approached a 
Connecticut savings and loan associa- 
tion with two alternative propositions: 
(1) to sell 200 completed FHA Title V1 
loans in a development about to be 
started in a nearby town at a premium of 
3%%, the servicing to be done by a trust 
company in Connecticut, or (2) to allow 
the association to sponsor the develop- 
ment, make the construction loans and 
service the permanent loans in which 
case the premium would be 2%. It is 
difficult indeed to see why the associa- 
tion should be allowed to regard the 
3%% in the first case wholly as premium 
and to amortize it over say a five-year 
period; but, if it elected to sponsor the 
development, make the construction loans 
and service the permanent loans—activi- 
ties which are surely the proper function 
of a savings and loan association and 
which in the competitive struggle it 
should be encouraged and facilitated to 
undertake—it would have to write off 
14%4% at once as a “cost of procuring 
business” and be allowed to amortize 
only 2% over say a five-year period. 


III. Amortization Accounting and Computa- 
tion 


No book in accounting which the 
writer has been able to find in the long 
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list of college textbooks on the subject 
contains a word on the amortization of 
premiums on mortgage loans purchased 
or originated; but every book treats the 
amortization of premiums on bonds ac- 
quired as investments. This disparity 
merely reflects (1) the relative frequency 
of investment in bonds as against mort- 
gage loans and (2) the recency of rise of a 
standardized mortgage (FHA) having a 
wide and ready market with frequent pub- 
lic quotations. Undoubtedly in the years 
tocome, if the recent expansion of FHA or 
comparable mortgage lending continues 
and investors are thus more frequently 
confronted with this choice of invest- 
ment, accountants will treat the amorti- 
zation of premiums on mortgage loans 
in their textbooks and manuals. 

The basic thesis of amortization is 
that if a bond is purchased at a premium 
and we assume other things remain the 
same, its value tends to decrease to par 
as its maturity (or call date) approaches 
and that, therefore, balance sheets should 
reflect this decline in value if they are to 
present a true picture. In other words, 
the premium should be written off 
gradually over the remaining period of 
the bond. At maturity of the bond the 
balance in the bond investment account 
will have been reduced to par. And, 
from an income standpoint, it is deemed 
better to spread the premium loss over 
this period as a deduction from interest 
income instead of taking the entire 
amount as a loss when the bond matures 
(or is called). 

In the computation of amortization 
the bond is regarded as riskless and all 
other factors affecting market value are 
ignored. Changes in market value during 
the period of amortization are ignored 
because the buyer is assumed to hold 
the bond to maturity. 

There are two accepted methods of 
calculating amortization: (1) The 
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“straightline” or “approximate”? method 
in which the amount of the premium is 
divided by the number of interest periods 
(annual, semi-annual, or quarterly) the 
bond has yet to run. This spreads the 
premium loss equally over the remaining 
life of the bond and the dollar amount of 
net income is the same in each period, 
but the rate of income on the net in- 
vestment increases. While this method is 
not scientifically accurate it is very 
simple and more widely used, being 
allowed by the Department of Banking 
of the state of New York and other im- 
portant regulatory bodies. 

(2) The “scientific or ‘‘bonds out- 
standing” method which makes the net 
investment in every interest period show 
the same effective yield rate. The 
effective yield on a bond bought at a 
premium is lower than the nominal rate; 
and this method of computation makes 
the amortization. equal to the difference 
between the interest credit on the out- 
standing net investment and the coupon 
debit. The periodic amortization in- 
creases as maturity of the bond is ap- 
proached. Elaborate amortization tables 
are available, based on this method of 
computation. 


IV. Amortization Requirements by Regulatory 
Authorities 


A survey of the requirements of the 
various authorities regulating financial 
institutions (state and federal) as re- 
gards the amortization of premiums on 
bond and mortgage loan investments 
indicates a significant variation. 


(A) The Comptroller of the Currency 
stipulates that the “purchase of an in- 
vestment security at a price exceeding par 
is prohibited, unless the bank shall: (a) 
provide for the regular amortization of 
the premium paid so that the premium 
shall be entirely extinguished at or be- 
fore the maturity of the security and the 
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security (including premium) shall at 
no intervening date be carried at an 
amount in excess of that on which the 
obliger may legally redeem such security; 
or (b) set up a reserve account to amor- 
tize the premium, said account to be 
credited periodically with an amount not 
less than the amount required for amor- 
tization under (a) above.” 

Relative to the amortization of premi- 
ums on FHA loans, the Comptroller 
has ruled that the premium paid on 
FHA Title II mortgage loans need not 
be charged off immediately upon ac- 
quisition and that, if a bank so desires, 
it may amortize premiums paid on such 
loans by annual charge-offs of not less 
than 1% of the original face amount of 
the note until the entire premium has 
been extinguished. ° 

He accepts as common practice the 
adding of the brokerage paid by the 
bank in procuring bonds and FHA 
mortgage loans to the premium and the 
amortizing of the sum of the two items 
over the life of the bond or to the nearest 
call date. 

(B) The Banking Department of the State 
of New York requires that interest-bearing 
securities purchased by a bank or trust 
company be entered on its books at 
the actual cost and be not thereafter 
carried at a valuation exceeding that 
cost as adjusted by amortization that 
will bring them to par at maturity, 
except that they may be carried at cost 
if appropriate amortization reserve is 
Set up for the purpose of bringing them 
to par at maturity. Where securities 
purchased at a premium are callable 
prior to maturity, the rate of amortiza- 
tion must be adjusted to reduce the 
carrying valuation to the call price at 
the nearest call date. No adjustment for 
amortization or amortization reserve is 
required to be made on the books except 
when net profits are computed. 
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In the case of premiums on FHA mort- 
gage loans the department recommends 
that they be amortized over a period cf 
not more than three years from date of 
purchase, and it regards as objectionable 
the capitalization of brokerage and other 
charges, holding that these should be 
debited to expense. 

(C) Insurance Commissioners. In New © 
York the amortization of premiums on 
bonds is governed by the provisions of 
the New York Insurance Law. Generally 
speaking, the premium is amortized over 
the term of the bond unless the purchase 
price of the bond exceeds the redemption 
value, in which case the premium is 
amortized to the redemption price at the 
date of redemption. It is provided that 
the amortization may be computed by 
the “straightline’’ method or by the 
“*scientific’”” method. 

In accordance with a_ resolution 
adopted by the National Association of 
Insurance Commissioners in June 1940, 
premiums paid on FHA mortgage loans 
may be written off over a period of five 
years. No credit is allowed for amortized 
values of the premiums paid for other 
than FHA mortgage loans. 

Brokerage and other charges incidental 
to the purchase may be included in the 
purchase price and, accordingly, in- 
cluded in the premium. 

The regulations of the Connecticut 
Insurance Commissioner allow broker- 
age and other charges to be treated as 
part of the price of bonds; but in case of 
FHA mortgage loans such brokerage and 
other charges are debited to expense, 
thus showing an inconsistency both 
within its own regulations and with its 
neighbor state, New York, in both of 
which many insurance companies are 
domiciled. 

(D) Federal Home Loan Bank Authorities. 
In response to letters of inquiry the fol- 
lowing situation was revealed: 
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The Federal Savings and Loan Insur- 
ance Corporation has not promulgated 
any regulation relating to the amortiza- 
tion of premium on FHA mortgage loans 
acquired by insured associations—matters 
of this kind, insofar as they relate to 
federal associations, being regarded as 
“particularly within the province of the 
Federal Home Loan Banks.” 

The Federal Home Loan Bank of Des 
Moines has no specific rule or regulation 
regarding amortization of premiums on 
FHA mortgage loans; but it recommends 
that the amount capitalized be amor- 
tized semi-annually over a period not to 
exceed five years or the life of the loan, 
whichever is less. The bank failed to 
state its policy regarding the capitaliza- 
tion and amortization of brokerage and 
other charges. 

The Federal Home Loan Bank of 
Chicago has promulgated no rule gov- 
erning the rate at which premiums on 
FHA mortgage loans must be amortized. 
With respect to the capitalization and 
amortization of brokerage charges in- 
curred in procuring loans, the bank 
states that it is the general practice of 
both federal and state-chartered associa- 
tions in its district to charge them to ex- 
pense. It goes further and approves not 
only this practice but also the Illinois 
requirement that “premium”? be similar- 

ly charged to expense. 

- The Federal Home Loan Bank of 
Los Angeles states that, following the 
suggestion of the Chief Examiner of the 
Federal Home Loan Bank Administra- 
tion, it recommends that, if the premium 
is capitalized, it be amortized over a 
period not exceeding five years or the 
life of the loan, whichever is less. 

The Federal Home Loan Bank of 
Winston-Salem has not promulgated 
any rule or regulation governing the 
period of amortization of premiums on 
FHA mortgage loans. It stated that 
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matters of this kind were handled by the 
supervisory department of the Federal 
Home Loan Bank Administration; but, 
as noted above, the Federal Savings & 
Loan Insurance Corporation stated that 
they were handled by the Federal Home 
Loan Banks!! 

The Federal Home Loan Bank of 
Little Rock has issued no rule or regula- 
tion governing the period within which 
premiums on FHA mortgage loans must 
be amortized; but, as cases arise, it 
recommends that the premium be amor- 
tized semi-annually not to exceed four 
or five years and in most instances agree- 
ment was reached on four years. 

The Federal Home Loan Bank of 
Indianapolis recommends that the pre- 
mium paid on FHA mortgage loans be 
charged off in the shortest possible time, 
preferably within one year and at least 
within three years. The reason given 
for the policy is that these. mortgage 
loans may be prepaid or refinanced by 
another lender at par. It also regards 
brokerage as an expense properly charged 
during the accounting period when in- 
curred. This bank also stated that ~ 
regulations governing accounting prin- 
ciples for federal associations are not 
made by the Federal Home Loan Bank 
but by the Federal Home Loan Bank 
Administration and are uniform over 
the entire nation!! 

The Federal Home Loan Bank of 
Topeka allows the capitalization of the 
premium and its amortization over a 
period of five years except that, if any 
loan is repaid in full, the entire premium 
in connection with that loan is im- 
mediately charged off. 

The Federal Home Loan Bank of 
Boston has no rule or regulation govern- 
ing the amortization of premiums on 
mortgage loans, but it recommends as a 
“sound practice” the immediate ex- 
tinguishment of the premium. Only in 
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case of the purchase of a sizable block 
of mortgage loans should premiums be 
capitalized and amortized and then the 
amortization should be accomplished 
within from three to five years. It regards 
commissions paid to brokers to obtain 
loans as a cost of doing business and a 
proper immediate charge against earnings. 
The bank does not believe it possible for 
a premium to be associated with mort- 
gage loans originated by an association! 

In summary, the Federal Home Loan 
authorities have no common policy in 
the matter of capitalizing and amortizing 
the premium, brokerage and _ other 
charges incurred in the acquisition. 
Indeed it appears that little thought has 
been given to the question, and there is 
confusion among them as to whose func- 
tion it is to formulate a policy. Those 
banks that have established a_ policy 
set the maximum period of amortiza- 
tion at five years; some of them favor 
immediate write-off of premium, and 
still more the immediate write-off of 
brokerage and other charges. The 
reasons given for these policies differ 
and not all are consistent. 

(E) State Authorities. Responses to an 
inquiry directed to the state supervisory 
authorities regarding the amortization 
of premium and other costs paid by sav- 
ings and loan associations on FHA insured 
loans acquired by purchase or origina- 
tion, revealed the following situation: 

Number of Supervisory 
Authorities Replying 
No rule or regulation and no recommendation indicated. 18 
Regulation provides that premium be: 
charged off at once 
charged off within one year of purchase 
amortized within a period not exceeding 5 years 
No regulation, but recommended that premium be: 
charged off at time loan is purchased 
charged off during current fiscal year 


amortized within a very few years 
amortized within 3 years 


* Includes District of Columbia and Hawaii. 


Obviously the state supervisory au- 
thorities who have established a regula- 
tion or made a recommendation—17 in 
all—are disposed to be severe in the 
speed at which premiums must be writ- 
ten off. Of these 17 authorities 12 
would have it done at once or within the 
first year, 3 within 3 to 5 years, 1 within 
10 years, and 1 during the remaining 
life of the loan. There is evident in the 
replies no consistency as to geographical 
region or as to size or importance (from 
a savings-and-loan angle) of state. That 
so many states have no rule or regulation 
and that so many are content with a 
recommendation rather than a formal 
regulation indicates that the problem 
has not become very important, at 
least in the mind of the supervisory 
authorities. 


V. Effects of Severe Amortization Require- 
ments 


Rigid requirements of the regulatory 
authorities for the rapid amortization 
of premiums, together with the refusal 
to allow brokerage and other charges to 
be capitalized and amortized along with 
the premium, tend to have significant 
adverse effects upon the savings and loan 
industry. 

When a savings and loan association 
complies with the regulation or recom- 
mendation of the supervisory authorities 
and charges premiums off at once or 
within a short time, current net earn- 
ings for the fiscal period are reduced— 
forcing a reduction in the dividend rate 
or in the accumulation of the reserve, 
or in both, and rendering the net earn- 
ings unstable however meritorious the 
purchase may be. Of course, in real 
fact the reserves are not reduced but 
merely hidden by this arbitrary under- 
valuation of assets. The heavy charges 
to current earnings reduce net earnings 
greatly, suddenly and erratically. The 
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disparity of treatment of amortization of 
premiums reduces the comparability of 
statements of earnings by different asso- 
ciations. The lower and unstable earn- 
ings reflect on management; and the 
association does not enjoy the public 
favor that rightfully belongs to it. 

In the second place, the lack of uni- 
formity in the requirements as among 
the Federal Home Loan Banks lessens 
the comparability of the associations 
over the country as to existing reserves. 
Associations whose portfolios are loaded 
with bonds, which enjoy liberal and 
logical amortization policies quite uni- 
versally, do not have their reserves 
charged down anywhere near so far as do 
associations that are more successful in 
acquiring mortgage loans by purchase 
or origination, which is indeed their 
proper province and function. 

The third major effect of the require- 
ment of rapid amortization of premiums 
is to discourage savings and loan asso- 


323 


ciations from buying or originating loans 
that command premiums in the market. 
The managers. of an association are 
loath to charge heavy premiums to cur- 
rent earnings and make a bad showing to 
shareholders. This reluctance would be 
whittled down nigh to nullity if the 
premium might be distributed over the 
remaining life of the loan, as it is in the 
case of bonds. Thus savings and loan 
associations are discouraged from ab- 
sorbing the current offerings of mortgage 
loans, which is their natural element and 
function. The loans are absorbed, in- 
stead, by commercial banks, life insur- 
ance companies and other investors 
who amortize premiums more slowly or 
are in a better position to charge them 
off at once. This adverse effect on the 
role of savings and loan associations is 
evident in the origination and ownership 
of FHA insured loans, as shown in the 
following table: 


DisTRIBUTION OF MorTGAGE Loans BY TYPE OF LENDER, 1942 








Institutional Mortgagees 


Total 
Mortgage 
Recordings 


| 
FHA Insured FHA Insured|FHA Insured 
Loans Loan Loans 
Originated* | Recordings Owned 





Savings and Loan Associations 


Banks and Trust Companies 





36.5%! 

27.6 

11.2 
eo 


19.1 


9.0%! 8.0%? 


43.9 44.0 


9.6%? 
35.6 
47.8 


15.8 31.9 





4.6 30.7 7.6 


34.6 © 8.5 











100.0% | 


100.0% 





1 Per cent of all mortgage loan recordings. 
2 Per cent of all loans originated. 
‘Per cent of all insured loans outstanding. 


* Mortgages on 1-to-4 family homes; Sec. 203 of Title II and Sec. 603 of Title VI. 


There are, to be sure, other factors 
accounting for this poor showing of the 


savings and loan associations in respect 
to the origination, recording, and owner- 
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ship of FHA insured mortgage loans. In 
general the industry has been indiffer- 
ent, if not opposed, to the FHA type of 
loan preferring to loan on its own more 
or less traditional bases and to buy 
sparingly FHA insured loans in the open 
market. This is no place to state and 
criticize the reasons for this indifference or 
opposition: It suffices to state that this 
abstension from absorbing FHA insured 
loans has given competing types of insti- 
tution a grand opportunity in mortgage- 
lending during the past decade and that 
many associations now, on account of 
the abundance of funds, the scarcity of 
other loans and the proven character of 
certain FHA insured loans would origi- 
nate and purchase more of such loans 
were it not for the severe requirements of 
premium amortization. This penalty be- 
comes more and more severe as the scar- 
city of loans becomes more pronounced 
and premiums rise to higher levels. 


To escape from the penalty the asso- 
ciations follow three policies: (1) they 
refuse to accept money from new and old 
shareholders—a policy frowned upon by 
resolution of the United States Savings 
and Loan League; (2) they carry extra- 
ordinary amounts of cash in vault or 
with banks, i.e., in non-earning form; 
and (3) they buy heavily of war bonds, 
which yield less than the traditional divi- 
dend rates of the association. The pos- 
session of inordinate amounts of cash 
surely does not bespeak good manage- 
ment: There is no virtue in excessive 
liquidity. The purchase of war bonds is 
virtuous in that it is patriotic thus to 
help finance the war; it is, nevertheless, 
merely a vicarious act for the customers 
may just as well buy the bonds direct 
rather than buy shares in an association 
which in turn buys war bonds with the 
money received; and the action of the 
association is a patriotic service only 
insofar as it induces people to save and 


buy bonds who would not otherwise 
do so. 

The heavy ownership of war bonds 
tends to convert the association into an 
investment trust and perhaps that func- 
tion could be better performed by real 
trusts on account of wider diversification 
of portfolio, higher average yield, and 
extra earnings from portfolio manage- 
ment. Associations can rise to this sort 
of service only when they are willing to 
invest in FHA insured loans and other 
loans and, to the degree permitted, in 
other securities than war bonds. 


VI. Reasons for Supervisors’ Requirements 


It is not likely that the supervisory 
authorities in levying their amortization 
requirements did so with the purpose of 
crimping the activity of the associations 
in originating or purchasing FHA insured 
or other types of mortgage loans; but, 
even if they had been so minded, there 
would have been little complaint from 
the savings and loan associations because 
these associations have been, as noted 
above, indifferent—if not opposed—to 
the FHA scheme. 

The problem did not, moreover, reach 
size and importance until recent years 
when, with the scarcity of loans and the 
plethora of funds, the problem of in- 
vestment became serious for the associa- 
tions. It is probable that the early recom- 
mendations and regulations of the super- 
visory authorities were made impromptu 
and casually (without much thought or 
consultation with accounting authorities) 
for the volume of business involved did 
not warrant much else. Once set, how- 
ever, there is great inertia to change a 
supervisory policy. 

Communication with the supervisory 
authorities, by letter and person, shows 
that two principles dominate their think- 
ing when they require speedy amortiza- 
tion: (1) That a premium paid on a 
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mortgage loan is, together with broker- 
age, legal and other incidental charges, a 
cost of acquiring new business which 
should be paid for currently just the 
same as advertising and personal solici- 
tation. (2) That mortgage loans, whether 
they are direct-reduction, sinking-fund, 
or straight loans, do not in real fact 
have a strict maturity or call date, for 
they may be paid off before nominal 
maturity, in one payment or in install- 
ments, and that, as a consequence, it is 
impossible to know how fast the premium 
should be amortized. 

The first of these two reasons is not 
consistently applied for (as stated above) 
the premium, commission and other 
costs of acquisition of bonds are quite 
universally allowed to be amortized over 
the remaining life of the bond. It is, in 
fact, impossible to distinguish the various 
elements that may be included in the 
premium on a bond or mortgage loan, 
for the premium is determined by the 
price which, in turn, is determined by the 
supply-demand situation in the market; 
the premium may fluctuate widely de- 
spite the fixity of certain real or imputed 
costs, and it may or may not cover them. 
The practice of investment dealers is, in 
the case of bonds, to add to the market 
price a certain percentage of par for 
commission and other incidental costs 
and thus arrive at the price the investor 
must pay: the excess of this final price 
above par is, by well-nigh universal 
practice and with supervisors’ approval, 
amortized over the remaining life of the 
bond and no part of this excess is re- 
garded as “cost of acquiring new busi- 
ness” which must be written off at once. 
It is a strained logic that treats mortgage 
loans on a different basis. 

A principle applied by accountants in 
the distribution of costs is to correlate 
cost with the life of the benefit received 
therefrom. For instance, if a machine 
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costs $1,000 and it lasts long enough to 
produce 100,000 units of product, each 
unit of product would be charged one 
cent. Or, if one pays $1,000 single 
premium for a 5-year term policy on the 
life of an officer, the cost is allocated 
$200 a year. Similarly, if $100 above 
par is paid for a 20-year bond or mort- 
gage, $5 (or some more exactly calcu- 
lated amount) should be charged each 
year to the interest yielded by the in- 
vestment. 

To require that the total premium 
and other costs of acquiring new business 
(investment) be charged off at once 
tends to cripple management, for it 
dissuades (if it does not prevent) manage- 
ment from taking advantage of invest- 
ment opportunities and from keeping 
funds in earning form. 


As for the second principle actuating 
the regulatory authorities, namely, that 
rapid amortization is a warrantable re- 
quirement because mortgage loans may 
be prepaid or resold at any time and so 
they do not have a strict maturity or call 
date—and therefore no amortization 
table can be set for them—it is an exag- 
geration. It is true that accountants 
have generally taken the position that 
premiums paid by an investor on the 
purchase of bonds or similar securities 
should be amortized in such a manner 
as to reduce the carrying value of the 
security to its redemption price by the 
time of the earliest redemption date. 
It is assumed in this position that ma- 
turity value is in the nature of the case 
quite significant, that is, that the holder 
of the security expects to hold the se- 
curity to call date or maturity and at that 
time the debtor will pay off the obliga- 
tion at a stipulated price which, by 
assumption, is less than the price at 
which he acquired it; that the security 
loses this difference in value steadily 
from date of purchase till call or maturity 
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date. In real fact, the market value may 
vary widely, above and below this book 
(carrying) value which is calculated on a 
riskless, stable-market basis; and, if this 
disparity is ignored, it is on the ground 
that it will be held to maturity by which 
time the premium, discount and dis- 
parity will all be wrung out. 

In the case, however, of securities 
held only for a short term, amortization 
of premium has less significance for 
variations in market value are so much 
more important to the holder than varia- 


tions in the book value. Inasmuch as. 


such a security will soon be sold, con- 
sideration of the market price is prime. 
If that price becomes depressed to the 
point where it is exceeded by the re- 
corded amount of principal, accrued 
interest and unamortized premium, it is 
sound practice to write down the book 
value to the market value. Ordinarily, 
for most bond issues it is. not difficult 
periodically to obtain market quotations 
for this purpose; but the same facility 
does not exist in respect to all mortgage 
loans. Perhaps the better conservative 
rule would be to carry such securities at 
cost or market price, whichever is lower. 

The question thus arises: where should 
mortgage loans be classed, as long-term, 
long-held instruments, or short-term, 
short-held, and how do they compare 
with bonds in this respect? Title II and 
Title VI FHA mortgage loans run 20 to 
25 years, which compares fairly well 
with bonds as long-term instruments. 
Institutions, such as insurance com- 
panies, savings banks, commercial banks 
and trust companies (both for their own 
account and for trust funds), and savings 
and loan associations, do, in the grand 
preponderance of cases and particularly 
under the present dearth of investments, 
hold tenaciously to their mortgage loans 
even more so than their bonds; and bonds 
are more frequently. employed than 


mortgage loans, as a ferm of investment 
for reserves, which means short-term 
holding. The existence of the Federal 
Home Loan Banks removes in large 
degree the necessity for disposing of 
mortgage loans, for member institutions 
can borrow against them, on long- or 
short-term basis, at rates lower than the 
mortgage yield. The conclusion on this 
score is that it is more logical to amortize 
the premium on mortgage loans over 
their remaining life than it is the pre- 


‘mium on bonds. 


‘“‘But,” the regulatory authorities say 
in substance, “the mortgage loans may 
be prepaid, and the holder is helpless 
at preventing this. In case of callable 
bonds there is a definite period for which 
amortization can be computed, The 
privilege of prepayment will be used as 
soon as the market rate of interest falls 
or as the debtor’s position is improved. 
If, on the other hand, the prospect is for 
higher market interest rates, the loan, 
paying less and reasonably sure not to be 
redeemed, will fall in price, wiping out 
the premium.” 

This problem, which seems to worry. 
the regulatory authorities more than the 
history of mortgage loans warrants, can 
be resolved. (1) Instead of denying 
amortization of premium on all mortgage 
loans during the remaining life of the 
loans merely -because some loans are 
prepaid or resold, let the authorities 
make a statistical study of the record of 
such prepayments and resales and, if they 
find the life expectancy of such mortgage 
loans is shortened one, .two, or more 
years, let the amortization be computed 
to this shorter term of years. (2) Let 
them forecast the trend of market inter- 
est rates and make proper adjustment in 
the life expectancy of mortgage loans. 
(3) When any mortgage loan is prepaid 
or resold, let the holder charge the un- 
amortized portion of the premium to 
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profit and loss at once. Methods (1) 
and (2) are probably too difficult for 
most uses and it would be better to 
adopt method (3) and allow amortiza- 
tion over the remaining life of the loan. 


VII. Opinion of Accountants 


After the foregoing was written it was 
decided to consult the experts. With a 
view of getting the most expert opinion 
possible on the accounting principles in- 
volved in amortization of premiums on 
mortgages, a questionnaire was sub- 
mitted to 25 accountants having nation- 
wide reputations. The list was supplied 
by a prominent professor of accounting 
in one of the major universities and em- 
braced, in his opinion, the 20 professors 
of accounting and 5 professional ac- 
countants who were most competent in 
the theory and practice of cost account- 
ing. To date replies have been received 
from 17. (The fact that the questionnaires 
were mailed out in the height of the 
summer vacation season undoubtedly 
accounts for the slowness of replies. 
Two replies made by other than the 
addressees were not tabulated.) 

The questions raised, and with the 
answers received, were as follows: 


Question 7. “It is generally regarded as sound 
practice to amortize the premium paid on a 
purchased bond over the remaining life of the 
bond, at least so long as the market price 
does not sink below the amount of principal 
and accrued interest. For what logical 
reason, if any, should it be required that the 
premium on a purchased mortgage loan be 
charged to ‘Profit and Loss’ at once or be 
amortized during the next 3 or 5 years regardless 
of maturity of the loan?” 


Of the 15 tabulated replies, 13 stated 
that there was no logical accounting 
reason for treating premium on mortgage 
loans differently from that on bonds, 


_and almost all of them went out of their 
way to state positively that no such dis- 


crimination should be employed. For 


example, one professor who has exer- 
cised a profound influence on cost 
accounting in America and who opposed 
discrimination against mortgage loans, 
states: 


“The objective of amortizing premium paid 
on a purchased bond over its remaining life 
is to measure more accurately the annual 
income from such bond. Therefore it is incor- 
rect in principle to write off such premium 
either at once or in a period less than remain- 
ing life. If it is done, then the annual in- 
come yield of each year is either overstated or 
understated in order that the ‘book value’ 
of the bond may be understated to be ‘con- 
servative.’ ”” 


Another professor said: 


““Offhand I would be inclined to say that the 
investor would be more likely to hold a mort- 
gage to maturity than a bond and accordingly 
there would seem to be some greater prac- 
tical reason for orderly amortization of 
premium over contractual life in the case 
of the mortgage than in the case of the bond.” 


Of the respondents who favored dis- 
crimination against mortgage loans, one 
said that books ‘“‘kept on the cost 
basis, rather than on the realizable or on 
the earnings-capacity basis, may con- 
tinue the premium (amortized) until 
redemption”; and the other, who inci- 
dentally is the accountant for a regula- 
tory body, said: “Since the mortgage 
loans in question may be paid off any 
time prior to maturity, it seems to be 
sound to eliminate the premium im- 
mediately or write it off over a few years.” 


Question 2. ‘It is generally regarded as sound 
practice for the purchaser of a bond, when 
he is determining the amount of premium to 
be amortized, to include in the price the 
commission paid to the broker, and any other 
costs involved in acquiring the bond, thus 
regarding these incidental items as part of 
the premium and allowing them to be amor- 
tized over the remaining life of the bond. 
For what logical reason, if any, should it be 
required that the commission paid to the 
broker of a mortgage loan, together with 
other minor incidental costs of acquisition, 
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be charged to ‘Profit and Loss’ at once, and 
not be allowed to be amortized over even 
3 years?” 


Of the 15 tabulated replies, 13 saw no 
reason for the disparity of treatment. 
The replies were even more vigorously 
positive than to Question No. 1, to the 
effect that no discrimination against 
mortgage loans was warranted. For 
example, a professor whose textbooks are 
used in hundreds of colleges throughout 
the country, states: 


‘Regardless of the problem of amortization 
of premium the rule should be that the total 
cost of an investment, including brokerage, 
and all other applicable charges, should be 
set up in the investment account. Moreover, 
in general it is not necessary or advisable to 
segregate in the investment account the 
different components of cost. Accordingly, 
as I see it, it is purely arbitrary accounting 
in the case of any investment to charge a 
part of the total cost immediately to profit 
and loss.” 


The two respondents who favored 
immediate charge off or quick amortiza- 
tion of premium on mortgage loans 
(Question No. 1), also favored immediate 
charge off of brokerage and incidental 
costs of acquisition, and for like reasons. 
One of them held: ‘Such commissions 
and incidental costs should ordinarily be 
considered part of the premium paid on 
the acquisition of the mortgage loan,” 
and, being part of the premium, it 


should be charged off immediately or ' 


rapidly amortized. * 

One respondent noted that such items 
are charged to profit and loss at once by 
some purchasers in order to reduce 
annual federal income tax, trying to 
obtain a ‘‘100% deduction” for the un- 
amortized costs and a 25% capital gain 
tax on the gain from sale. But this would 
be tried by the purchaser; the regulatory 
authorities would have no interest in 
tax practice. 
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Question 3, “It is true that most mortgage 
loans may, at the option of the mortgagor, 
be paid off before maturity, by paying the 
amount of unpaid principal plus accrued 
interest. The direct-reduction FHA mort- 
gages permit prepayment. Occasionally a 
penalty charge for such prepayment is 
stipulated in the mortgage note; usually, 
however, the mortgagee does not demand 
payment of the penalty. Suppose the pur- 
chaser of a mortgage loan at a premium be 
allowed to amortize the premium over the 
remaining life of the loan, but later, before 
maturity he disposes of the loan or it is paid 
off, would it be a logical and satisfactory 
requirement that he charge to ‘Profit and 
Loss’ at that time all the premium not yet 
amortized?” 


Of the 15 tabulated replies, all 15 
declared that this disposition of the 
unamortized premium was proper. This 
conclusion was drawn in slightly different 
ways. One says: | 


“If the owner of the note secured by the 
mortgage accepts prepayment of the. prin- 
cipal, or any considerable part, he has sacri- 
ficed his right to high nominal interest. The 
measure of his sacrifice is the unamortized 
premium. The unamortized premium has 
thus become a loss. The prepayment privi- 
lege in the agreement had the effect of re- 
ducing the premiums the purchaser is willing 
to pay for the mortgage note.” ; 


Another saw “no alternative disposi- 
tion of any unamortized premium re- 
maining at the time the principal of the 
mortgage loan is fully collected.” A 
third said: 


“If the mortgage is sold or paid off for less 
than the (properly) amortized cost, a loss is 
automatically registered (wiping out the 
unamortized premium). If sold for more, a 
gain is registered after absorbing the un- 
amortized premium, So in either case. the 
unamortized premium is automatically ab- 
sorbed in Profit and Loss.” © 


A fourth stated: 


“In the case of Depreciation on F ixed: Assets 
if an asset is scrapped before the depreciation 
has been completely taken, it is customary to 
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charge the undepreciated portion of the asset 
directly to Profit and Loss in the year in 
which the scrappage takes place. The same 
thing could apply equally well in the prob- 
lem” of unamortized premium. 


And a fifth: 


“In the case of any security, whether it is a 
mortgage loan or any other type of security, 
the total cost of the investment, which is 
still upon the books, should be closed out 
when the security is sold or otherwise dis- 
posed of. This means of course that if an 
accounting had been set up on the assump- 
tion that the security would be held to ma- 
turity and a corresponding scheme of amor- 
tizing premium adopted, the balance of the 
premium—like all the other dollars remain- 
ing in the investment account—could be 
closed out as a part of the cost of the pro- 
ceeds received in the event the security were 
disposed of prior to maturity.” 


Conclusions 


The conclusions of the author of this 


‘article are very well summed in the 


words of one of the accountant respon- 
dents: 


- *To the accountant, whose duty it is to 
see that a balance sheet truly reflects the 
financial condition of a business and also its 
true profit and loss, there can be no question 


' but that a mortgage premium and a bond 


premium be handled in precisely the same 
manner. Any regulation requiring that 
mortgage premiums and incidental costs be 
charged to profit and loss at once instead of 
being spread over the life of the mortgage 
would appear most unreasonable and not in 
uniformity with sound accounting principles. 

“By immediate write-off of such items the 
balance sheet of an organization, whose main 
business is mortgages, may be seriously im- 
paired and would not show the true financial 
condition. By the same token the profit and 
loss statement would be so distorted as to 
become practically worthless. This is evi- 
denced by the fact that a premium or dis- 
count not shown on the balance sheet is a 
gross understatement or overstatement of the 
assets, as the case may be. . . . 

‘The question as to whether the mortgage 
is a straight mortgage or a direct-reduction 


mortgage is immaterial. The straight mort- 
gage should be handled as an ordinary bond 
and a direct-reduction mortgage as a serial 
bond. In the latter case, care should be 
taken to set up a proper pro-rata amortiza- 
tion table. 

“The fact that certain types of direct- 
reduction mortgages have a prepayment 
clause may be ignored unless there are 
clear indications of redemption before ma- 
turity. Here, however, it would be advisable 
for the accountant to consult statistical 
records to determine the likelihood of re- 
demption of this type of mortgage and if the 
percentage warrants, to make a proper ad- 
justment to the amortization table to be 
used. Only by this method can the true 
value of the assets and liabilities be stated 
and the true profit and loss be shown. 

“Commissions and incidental costs of 
acquisition of mortgages cannot be 
separated from the premium of a purchased 
mortgage. This must be amortized over the 
life of the instrument in the same manner as a 
bond. An arbitrary amortization period of 
three years or an immediate charge-off to 
profit and loss would be inconsistent with 
sound accounting principles and would not 
reflect proper values or true earnings. 

[As for charging off unamortized premium 
at time of disposition or prepayment of the 
mortgage loan], ‘“‘a great deal depends on 
the system of amortization set up. Should 
the system make allowance for ordinary per- 
centage of prepayments on a _ particular 
group of mortgages and the amount of pre- 
payments does not exceed such percentage, 
then the question is moot and does not arise. 
However, in the case where no extra pro- 
vision is made and the amortization table 
covers individual mortgages and the mort- 
gage is prepaid or resold, then the entire 
balance of unamortized premiums must be 
charged off at the time of prepayment or 
resale. This conforms with sound accounting 
principles in so far as all unamortized pre- 
mium or discount then becomes a final profit 
or loss depending upon the circumstances. 
Assuming the origina!’ setting up of the 
amortization or accumulation table to have 
been well intentioned and a later resale or 


' prepayment definitely fixes the profit or 


loss, it is inconceivable that the unamortized 
balance should not be charged off in full 
at that time.” 





Economics of Soil Conservation: 
II. Farm Business Adjustments 


By E. C. WEITZELL* 


ie IS generally accepted that the aim 
in farm management is to obtain the 
largest possible net income. Inasmuch 
as soil conservation is a phase of farm 
organization and resource management, 
it must conform to this aim. To that 
extent it cannot be said that conserva- 
tion is independent of cost-price rela- 
tionships. Nevertheless, as pointed out 
in a previous article, it is possible that 
custodians of land may not be guided 
entirely by income motives.! 

Accepting the premise of economic 
considerations in soil conservation, let 
us examine the farmer’s relation to 
prices of the products he sells and to the 
prices of the products he buys. The 
farmer’s position in our economy is 
best described as purely competitive.? In 
other words, farm units are so small that 
they are unable in any way to affect the 
market price of farm commodities by 
expanding or contracting production on 
individual farms. Thus farmers are sub- 
ject to a competitively determined price 
often based upon a world market. 

On the other hand, most industrial 
concerns are monopolistically controlled, 
including control over supply and the 
ability to administer a more or less in- 
flexible price.* The result is a tendency 
toward a disparity between the prices of 
commodities produced by the two sec- 
tions of our economy, high prices for the 
goods the farmer has to buy, and low 
prices for the commodities which the 
farmer has to sell. Under such condi- 


* Bureau of Agricultural Economics, United States De- 
partment of Agriculture. Now Lieutenant (jg), United 
States Naval Reserve. 

1E. C. Weitzell, “Economics of Soil Conservation: I. 
Individual and Socia! Considerations,” Journal of Land & 
Public Utility Economics, August 1943, p. 339. 


tions farmers may find it necessary to 
exploit resources, particularly during 
depressions when farm prices “hit bot- 
tom” while nonagricultural prices are 
being administered at a higher level.‘ 
The disparity between the two types 
of prices is recognized in the programs 
to achieve parity for agriculture. The 
whole concept of “parity” is based on 
the need for bringing agriculture into 
equilibrium with the rest of the economy 
in order to provide reasonable levels of 
income and thus provide incentives for 
maintaining productivity at a high level. 
There is little chance that the monop- 
olistic aspects of the labor and industrial 
economy will be broken to resemble the 
competitive situation of the farmer. 
Farmers in a given area may also find 
costs and prices against them because of 
interregional competition. If, by reason 
of certain production advantages, a 
number of areas (in the same or even in 
different countries) are competing for 
the same market, the high-cost pro- 
ducers, or those at a disadvantage from 
the standpoint of prices received for their 
products, may be forced to exploit the 
soil in order to continue production. On 
the other hand, the logical correction is 
to shift to types of production for which 
their areas hold the most advantages. 
Nevertheless, practices and land uses 
once established are not easily changed. 
Efforts to maintain agricultural produc- 
tion in areas where interregional com- 
petition dictates forest or grazing are 
2 Edward Chamberlin, The Theory of Monopolistic Competi- 
tion (Cambridge: Harvard University Press, 1938),. pp. 6-7, 
"5G. C. Means, The Reltie Infleibiity of Industrial Prices, 
Sen. Doc. 13, 74th Congress of the United States, p. 9. 


4M. Ezekiel and L. Bean, Economic Bases for the Agricultural 
Adjustment Administration, (U.S. D. A., 1933), pp. 6-13. 
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coutrary to economic efficiency; yet 
changes may mean a modification not 
only in land use but also in the size of 
the unit, or even a. shift from private to 
public ownership. 

Under the classical concept of the 
function of prices it might be assumed 
that continued low income would result 
in land being removed from production 
and then, with a diminished supply, 
that prices would rise. However, it is a 
peculiarity of agriculture’ that it is not 
quickly responsive to lower prices. With- 
in certain limits, farmers find it desirable 
to produce at a modified maximum 
capacity at all times, irrespective of 
price. Much of the farmer’s production 
is due to his own or his family’s labor 
and other fixed factors, such as land, 
buildings and equipment.’ He is not 
in a position to “‘fire’’ his labor nor to 
redirect his resources on the basis of 
price alone. Although prices may be low, 
the farmer will produce all he can as a 
return to fixed costs. Following the 
establishment of his fixed resources, he 
will react to price only as variable costs 
may or may not be justified. Land and 
other resources may be depleted when 
subjected to such disadvantaged cir- 
cumstances. ° 

However, price relationships are not 
all of the story. Poor management, 
poor land, high man-land ratios and 
other maladjustments may accentuate the 
unfair price situation to the extent that 
conservation is practically impossible. 
Also, institutional barriers may either 


5In order to prevent misunderstanding it should be 
noted that fixed costs here and in the diagrams are the prac- 
tical fixed costs of the farmer, including depreciation, obso- 
lescence, contracted obligations, soil erosion, depletion con- 
trol, and similar items which may be delayed for short 
periods only. For obvious practical reasons such fixed costs 
do not include a return to unencumbered investments and 
the earnings of management and unpaid family labor 
(above the minimum requirements) which may or may not 
actually receive a return in a short time. Hence, the argu- 
ment may appear unorthodox to theoreticians, particularly 
the contention that all costs must be covered before con- 
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prevent good management or nullify 
the results of good management, such 
as customary inheritance practices and 
poor landlord-tenant relationships and 
contracts. 

Accepting the price pattern, particu- 
larly as it is conditioned by interregional 
competition, the conservation planner 
must recognize the situation when recom- 
mending conservation programs. For 
example, grass farming may check ero- 
sion but should not necessarily be rec- 
ommended. Even grass farming and 
pastures may require fertilization to 
such an extent that a given farmer may 
not be able to finance the practice. 
Recommendations to raise certain ero- 
sion-resisting crops should be made 
only after a market for them is assured 
and when it is certain that other areas 
do not have superior advantages in 
producing these particular crops. In 
other cases the shift to less intensive 
crops will mean an increase in area of 
the farm which may not be economically 
or even physically feasible. In still other 
cases a particular area may be suitable 
for several types of production with 
possible alternatives. It is axiomatic 
that the enterprise combination should 
be selected which will produce the 
greatest net long-time returns, the cost 
of conservation being taken into account. 
But planners, thinking only in physical 
terms to prevent erosion, may ignore the 
economic consequences of idealized land 
use measures. 


servation will be feasible. Variable costs, on the other hand, 
are those current production costs such as fertilizers, sprays, 
and hired labor for current production which may be 
varied within the current production season. 


6 It is possible that a small tract of land might be so dis- 
advantageously located or for other special reasons be so 
unprofitable to use, except by exploitative methods, that no 
potential cost-price relationship would permit coriservation. 
A small, remote island in the sea, for example, might pro- 
duce profitably for a short time under exploitative practices. 
Such a very special case would closely resemble the mining 
of subsurface resources. «Joint benefits and future -value 
would preclude practically all land from such a classification. 
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The above principles may be illustrated 
by the recommended shift in the eastern 
and southern portions of the country 
from cultivated crops to grass farming 
and longer rotations to check erosion. 
However, it is difficult to organize grass- 
consuming livestock enterprises on the 
present small farm units and expect to 
obtain an adequate level of income. In 
many parts of the South the maintenance 
of grazing is comparatively expensive 
even though the size of the units is in- 
creased. Techniques to achieve a maxi- 
mum of conservation with established 
types of farming appear to be the more 
feasible solution of the erosion problem. 


One of the most common problems 
encountered when planning for soil 
conservation is a badly-managed farm 
business. Low incomes are often due to 
weak management. Fertilizer and lime 
are not applied, buildings are neglected 
and seed for cover and green manure 
is not purchased. These expenses for 
maintenance may be neglected in favor 
of consumption. 


Among the management factors the 
size of the farm business may be a most 
important factor in making conservation 
possible. Eastern and southern agri- 
culture, in particular, is burdened with 
a high proportion of small farms which 
operate at a disadvantage compared 
with larger mechanized units elsewhere. 
With low incomes it is only natural that 
conservation involving money outlays 
be neglected or omitted. Table I shows 
this: With the costs of a modest con- 
servation program ranging from one- 
half to more-than-farm income, it is 
impossible to talk of “economic feasi- 
bility” unless higher incomes are im- 
mediately available as a result of the 
conservation program. 


* U.S. Census of Agriculture, 1939 (including West Virginia, 
Virginia, Kentucky, Tennessee and North Carolina). 
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The example of the three farms shown 
in Table I is not an isolated one. More 


Taste I. Conservation Costs AND INCOMES ON THREE 
Se.r-Surricinc Farms 1n West VircIn1A * 
(Five-year averages per farm) 














Annual conservation costs ! 
Total family earnings 


Farm income, excluding charges 
for family labor 


Non-farm income 58 


Value of perquisites 290 





Crop land per farm (acres) 18 18 
Animal units, per farm 10 10 














* Source: ‘Economics of Soil Conservation,” W. Va’ 
Expt. Sta. Bul. 305, pp. 36-40. 

1 Amortized for a 10-year period. Maintenance probably 
will be as much as the amortized initial cost. 


than 38% of the 1,052,954 farm units 
in the 5 Appalachian states are sub- 
sistence farms producing an average of 
only $323 worth of farm commodities 
(including perquisites) and the operators 
do off-farm work for less than 100 days 
per year. Farms average 54.6 acres and 
have an average of 12.9 acres of crop 
land, and even this plot is often physically 
unsuited to cultivation, badly depleted, 
and eroded.? The census data are 
corroborated by survey figures. A study 
of more than 1,000 rural families in 
central West Virginia indicates that 
63% of them realized gross incomes in 
1940 (from all sources except relief) of 
less than $500. 

To increase income the farmer might 
conceivably intensify his operations or 
enlarge the land area of the operating 
unit. Unfortunately, the possibilities 

8E. C. Weitzell and L. F. Miller, Forest Land Utilization 


in Nicholas and Webster Counties, W. Va. Agr. Expt. Sta. Bul. 
309, p. 19. 
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for intensive types of production in the 
hill areas are very limited. | Where 
farming is feasible at all, operating units 
of a size adapted to cattle- and sheep- 
raising must be established in order to 
produce incomes sufficient to justify 
reasonable expenditures for rehabilita- 
tion and conservation of land resources. 

Another objection to expansion may 
involve the lack of capital funds and a 
desire not to borrow. Perhaps it would 
be better to borrow for expansion to a 
profitable size than to continue diminish- 
ing the business by disinvestment. Pre- 
sumably, credit will be profitable if the 
program to be financed is economically 
feasible at the available interest rate. 
Additional investment may be the only 
medium through which soil conserva- 
tion is possible. 

On the other hand, one of the princi- 
pal problems encountered in obtaining 
conservation on the /arger livestock farms 
of West Virginia® is the lack of income 
resulting from a very extensive use of 
land resources. Lands having a po- 
tentially high production rate have been 
allowed to deteriorate until current 
production will not justify additional 
capital investment. Depending on the 
comparative response of these lands to 
rehabilitation treatment, the problem 
is one of developing a rate of production 
and, in turn, a level of income which will 
justify the costs of conservation. 


9E. C. Weitzell, Economics of Soil Conservation in West 
Virginia. Unpublished portions of a thesis presented to the 
University of Wisconsin, 1943. See also W. Va. Agr. Expt. 
Sta. Bul. 301, pp. 25-30. 

10W. W. Wilcox, “Economic Aspects of Soil Conserva- 
tion,” Journal of Political Economy, October 1938, p. 704. 

11 Refer to footnote 5 for an explanation of fixed and 
variable costs as the inclusions which constitute the cost 
schedule. It is clear that these schedules include only the 
farmers’ practical costs, leaving unencumbered capital, 
land, and entrepreneurship as the residual claimants. Thus, 
these schedules approximate the usual cost-returns’ analysis 
of farm management workers. Inasmuch as conservation 
costs must be considered as fixed costs if the resources are 
to be maintained, they would not be included in the mar- 
ginal or variable cost schedule. Hence, unless the return is 
at least equal to optimum average total costs, there wi be 
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Following the selection of physical size 
and enterprises, labor and working capi- 
tal (variable expenses) should be applied 
as intensively as expected prices permit. 
Wilcox states that, “if marginal returns 
equal marginal costs, taking into account 
changes in asset value, informed farmers 
will maintain or conserve their soil 
assets.” !0 A modification of this principle 
reveals the economic character of. the 
farm business which permits farmers to 
conserve resources. 

An operator may produce for marginal 
costs but, if marginal or average returns 
are less than average total unit cost, in- 
come is below the total cost of production 
and some resource is not being compen- 
sated as a factor of production.'! Under 
such conditions land is likely to be ex- 
ploited because of the absence of “self” 
direction and the lack of opportunity for 
speedy, adjustments. Figure I illustrates 
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the practical cost schedule facing a pro- 
ducer of agricultural commodities. The 
maintenance of all resources will be 


reason to believe that the farmer will neglect the main- 
tenance of land and improvements. The writer recognizes 
that the omission of an arbitrary return to capital from the 
fixed cost schedule is an invitation for theoretical criticism. 
This violation of theoretical procedure, however, is deemed 
justified to illustrate the circumstances of purely competitive 
operators who are faced with the problem of business ad- 
justment in order to spare from current earnings the amount 
necessary for conservation. This may be thought of as the 
current exploitation of unencumbered capital, entrepreneur- 
ship, and family labor in favor of conservation, if there is 
no residual. 
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feasible at a price no less than the 
optimum cost (p'). Thus, the volume 
of production cannot be less than 250 
units at an average price of 50 cents. 
This permits the equation of costs and 
returns. ll costs, including that of 
maintaining resources, are covered. Ow- 
ing to a temporarily superior position— 
unusual managerial ability or higher 
prices in relation to costs—production 
could be in excess of this amount for 
maximizing profits in the short period. 
Let it be assumed that cost (MC) re- 
mains constant while price per unit of 
production rises from p! to p!!. In 
terms of the cost schedule the volume 
of production may be expanded to 320 
units. This temporary position enables 
a profit until other entrepreneurs become 
aware of the situation and bid the factors 
into a new equilibrium for each effec- 
tively competing firm, which will be 
equal to marginal revenue (MR-AR).! 
For a short period, production may 
continue at a volume consistent with a 
price which is less than average total 
costs, but under these circumstances 
maintenance costs are neglected in favor 
of minimizing losses. Except under 
special (temporary) circumstances, pro- 
duction would not continue at all if 
price is not sufficient to cover all variable 
costs (p). A producer could continue 
at this volume (180 units) only until 


12 For the purpose of this analysis it has been assumed 
that circumstances of this character only will result in re- 
turns to Jand (rent), and to entrepreneurship, and even to 
family labor—except for accepted minimum living costs 
which must be included as fixed costs. Thus, the term 
“‘fixed”’ refers to the fact that certain costs do not vary during 
and even between cropping seasons; while ‘‘variable” 
means that certain other costs differ with the .intensity of 
operation which may be justified by demand developments 
during and between production seasons. Again, this may 
be disturbing to the reader who has been disciplined to 
think only in terms of dividing costs into these categories on 
the basis of whether they must be met during the “short” 
or the “long” period. 

13 It is argued that Figure I must be limited to a firm hav- 
ing a single enterprise. This is unnecessary, however, inas- 
much as it is designed as an optimum adjustment curve 
derived by reducing two or more analytical enterprise 
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basic resources are consumed or are 
withdrawn from the process. In ordes 
to compensate all factors of production 
adequately, and thus to conserve and 
maintain resources, marginal revenue 
(MR-AR) must equal marginal costs at 
a point no less than the optimum volume 
of production, or the least total cost per 
unit. It might be argued justifiably that, 
in the long run, the cost schedules 
would necessarily include a competitive 
return to land (rent) and entrepreneur- 
ship. This is merely an extension of the 
short-term analysis (presented here) into 
the long period, with additions to the cost 
schedules. The cost requirements which 
must be met before conservation can 
be feasible will be raised accordingly." 


Suppose that average total costs con- 
tinue to be greater than average revenue 
and that land resources are being ex- 
ploited. (Time preference for consump- 
ticn will usually mean that land re- 
sources will be exploited quicker and to 
a greater extent than other assets.) 
There are two possible recourses: (1) It 
may be possible to adjust the size of the 
operating unit in order to utilize some 
factors more intensively or extensively 
as the need may demand in order to 
achieve lower costs per unit. (2) If the 
marginal efficiency of all factors in the 
current production program has been 
maximized, the only alternative is to 


schedules to a single cost-returns schedule representing the 
entire firm. The further argument that the feasibility of 
conservation for the individual farm cannot be illustrated 
by cost-returns relationships of this type depends on what 
is included as costs (See footnote 5). The justification of 
conservation on the basis of whether value is added to the 
resources or not would anticipate more than the maintenance 
of production. Since the cost schedules in question were not 
intended to include land rent, any increase in productivity 
as a result of conservation measures might be credited to 
land and the other factors excluded. However, if rent and 
entrepreneurship demanded an arbitrary return, they would 
necessarily be included in a long-period curve. The short- 
time optimum adjustment curves presented here purport to 
show the business adjustment requisite to conservation, 
involving only. short-time practical considerations. _ It. is 
not intended that they represent a procedure for evaluating 
the economic justification for specific conservation measures. 
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shift to a new type of production having 
a greater comparative advantage in 
utilizing one or more factors. 
shifts presumably would have been justi- 
fiable at higher prices but become more 
urgent and imperative at lower prices. 

In the absence of the possibility of con- 
tinued production of any type which will 
permit conservation, land must revert 
to a use-other than agriculture. This 
may mean commercial forestry or simply 
idle use of some type. It may not be 
worthwhile to protect it from erosion and 
associated damages, depending on the 
joint costs and benefits involved—in- 
cluding the desirability of maintaining a 
reserve supply of currently submarginal 
land for possible future supra-marginal 
use. This is a matter for society to de- 


termine and to finance, and is not a 
function of the private entrepreneur. 
Of course, in instances where there is 
only one possible use, and this use can 
be pursued only through exploitative 


methods, there is no alternative but to 
use it to the point of exhaustion. It is 
assumed that the joint costs of depletion 
are such that they do not prohibit this 
one use. For example, certain types of 
land may necessarily be consumed in 
the process of arable utilization (similar 
to mineral deposits). In the case of the 
Florida Everglades and similar organic 
soils, the water level is lowered to permit 
cultivation. This permits rapid oxida- 
tion of soil material and, after a time, 
productivity may be more or less per- 
manently impaired. 

Another variation of this circumstance 
would involve higher relative prices 
which would encourage certain types of 
production on land unadapted to the 
particular use. It is possible to con- 
ceive that the price being paid for corn 
or wheat, in relation to that obtainable 
for the product of the adapted use, 
might be so high as to justify owners in 


Such’ 
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producing corn or wheat even though 
soil resources were being impaired per- 
manently. This concept is discussed 
more fully below, in connection with 
Figure V. Depending on the social costs 
involved, certain controls may be neces- 
sary in order to align private action of 
this type with that of society. 

Excepting these special cases, and 
assuming a reasonable adjustment be- 
tween social and private interests in 
resource utilization and in the adapta- 
tion of production types to available 
resources, it is possible to visualize even 
more than merely the maintenance of 
productivity. If prices assume a per- 
manently higher position than has pre- 
vailed in the past, in relation to costs, 
it will be feasible to build and maintain 
productivity at a higher level and to 
expand output accordingly. Likewise, 
higher relative prices or lower costs may 
permit changes in the organization, 
types of production, and levels of pro- 
duction, depending on the comparative 
advantages of the cost-price relation- 
ships characterizing the several possible 
adjustments. Obviously, such adjust- 
ments are possible by reason of higher 
prices which in turn permit additional 
costs. The new optimum cost position 
might be higher than formerly if more 
expensive types of production are chosen. 


Dairying, for example, has been ob- 
served to provide greater marginal pro- 
ductivity to land than does beef cattle 
in the Appalachian states. In turn, 
dairy farmers more generally adopt soil 
building and _ conservation practices. 
They do it for a very real reason, which 
is none other than the greater intensity 
in combining land, labor, and capital 
which is justified by dairy farming over 
certain other types. This is not to con- 
tradict the general fact, however, that 
most general and livestock farmers 
throughout the eastern hill country would 
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be justified in maintaining a higher level 
of productivity than they have.'* This is 
particularly true since a number of most 
fruitful practices cost little, except the 
labor, and management which a good 
land husbandman would find worth- 
while. 

The problem of making additional 
investment to cover past depletion is 
somewhat different. In order to per- 
mit maximum operating intensity and 
desirable enterprise combination, sub- 
stantial costs may be necessary for re- 
source rehabilitation in accord with 
capitalized or potential productivity. 
The aim is to maximize production 
efficiency in an effort to cover all costs, 
including resource maintenance. Many 
farms have been capitalized on the basis 
of productivity which former operators 
have depleted. Consequently, the addi- 
tional investment which is necessary to 
regain the potential response may be a 
burdensome outlay for the time being. 

Figure II illustrates the cost structure 
of a farm business before and after 
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achieving a status which will permit 
conservation. For this purpose a fixed 


14 In fact, the outstanding management problem in West 
Virginia livestock farming was found to be a lack of operat- 
ing intensity. Land is used so extensively because of the 
currently low state of productivity, or for other reasons, 
that additional investments in land are not justified on the 
basis of present production levels. Previous excessive 
capitalization and the failure to appreciate the possibility 
of higher production rates deters land rehabilitation and 
conservation. See unpublished portion of thesis (E. C. 
Weitzell, op. cit. pp. 157-169). 
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unit of land having a potential pro- 
ductivity of 40 animal units is assumed. 


' By reason of past poor management and 


depletion, current production is limited 
to only 20 units of a specific quality. 
Thus, the operator is forced to limit pro- 
duction to 50 per cent of potential by 
reason of sharply rising variable costs 
which, as marginal costs (MC), quickly 
equal marginal revenue (MR-AR). At 
this point—the best possible adjustment 
under present resource conditions—it is 
impossible to cover all costs (ATC). Asa 
result, some factor must receive less than 
its actual cost and, since land may be 
exploited without withdrawing from the 
productive process, it is the first to be 
neglected. 

To achieve conservation it is necessary 
to equilibrate prices (MR-AR) and mar- 
ginal costs (MC) by making a fixed 
expenditure for rehabilitating produc- 
tivity which has been depleted in the 
past. This added investment, which 
permits an expansion of production, 
results in a shift of the cost curves down- 
ward and to the right (Figure II). The 
steeply rising marginal cost schedule 
(MC) is replaced by a more gently ris- 
ing curve (MC'), which intersects the 
new average total cost curve (ATC’) 
and the marginal revenue curve (MR- 
AR) simultaneously at 40 units of pro- 
duction.’ The fact that all costs are 
covered when operating on this basis 
means that: (1) under the given price 
and with the given capital this farm is 
operating at maximum economical or 
optimum volume of production; and (2) 
the volume of income is sufficient to 


16 An additional observation must not be overlooked. 
All of this reinvestment does not show up in the current 
operating cost schedules. The amortization of this rein- 
vestment miay mean that for a period of years (perhaps as 
much as 8 or 10) the increased productive value resulting 
from conservation may not equal the total cost of reinvest- 
ment and maintenance. Reinvestment is made on the 
basis that enhanced future value will compensate for tem- 
porary deficiencies and maintenance. 
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cover all costs of the business, including 
resource maintenance. 

A decrease in prices under similar cir- 
cumstances would again reduce - the 
business to a submarginal level of opera- 
tion, and depletion would be inevitable 
unless reserve income were available. 
Additional adjustment would not be 
possible, assuming that the maximum 
capacity of the land had been reached 
in the former capitalization; i.e., addi- 
tional units of capital invested in raising 
the level of productivity would not be 
justified in terms of additional produc- 
tion equal to or greater than the costs.'® 
Incidentally, at this point it is clear that 
the feasibility of additional investment 
does not depend on the ratio between 
receipts and expenses, but whether ad- 
ditional units of capital would yield 
additional net returns. 

It must be recognized, however, that 
not all land has greater potential pro- 
duction. In some cases the original pro- 
ductivity was not sufficient to justify the 
original investment. In others, the re- 
sponse to treatment is not sufficient to 
justify soil-building expenditures. There 
is no feasible recourse except to permit 
such lands to revert to some less intensive 
use with a possible partial loss of the 
original investment. 

In any one of the alternative adjust- 
ments it is essential to produce more 
economically in order to adjust the costs 
to coincide with given price situations. 
The possibility of a public program aid- 
ing in this adjustment may be realized 
by: (1) discouraging continued misuse 
and inefficient use of land and changing 
to alternative uses for land, or discourag- 
ing agriculture where expedient; (2) 
changing the methods of culture and the 
type of farming according to comparative 


16 This situation becomes very real during a prolonged 
depression in farm prices. The farmer has no alternative 
but to reduce the level of conservation. 
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costs for different enterprises; (3) en- 
couraging changes in size of units or 
adjustments in the intensity of opera- 
tion; and (4) providing suitable institu- 
tional controls and assistance for pre- 
venting unnecessary exploitation and for 
reducing costs. Thus it might be possible 
for marginal or even slightly submarginal 
farmers to rise above the margin and 
operate on a more secure basis. 

The necessity of sufficient income to 
cover the cost of conservation introduces 
the problem of continued production 
from which the return is less than the 
cost. It might be argued that over a 
long period of time marginal productivity 
would be returned to all the factors of 
production. The fallacy here lies in the 
fact that land is not withdrawn from the 
productive process when it is not paid 
the cost of maintenance. It is forced 
into production until it is eroded and 
depleted to the extent that its resources 
cannot be renewed within any reasonable 
period of time. Therefore, land may not 
be paid its marginal productivity, to 
say nothing of the cost of maintenance. 

It probably will be well to point out 
two possible conditions which. would 
not be consistent with the preceding dis- 
cussion, yet be legitimately permitted 
for the very short period; that is, the 
period of ‘‘effect”” would be short enough 
so that readjustment of the business 
would be inadvisable. 17 

The first is a case where marginal 
revenue is not sufficient to cover all 
costs at any volume of business; yet the 
farmer would continue to operate, ex- 
pecting a revival in price, before at- 
tempting business reorganization or liqui- 
dation. In this case the object of con- 
tinued operation would be to minimize 
losses. Such a procedure would be 


17 These are short-period losses in terms of business de- 
cisions and do not include a consideration of losses resulting 
from subsistence pressure. 
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justifiable as long as marginal revenue 
is greater than marginal variable costs 
(excluding costs of conservation). Any 
return in excess of variable costs could 
be considered as a partial payment of 
fixed costs. Thus all fixed costs would 
not go unpaid; as would be true were 
the business to cease production entirely 
for the duration of the depression in the 
price level. It would be expected that 
any disinvestment that took place dur- 
ing a period of this type would be re- 
placed by reason of expected future in- 
come. 

The second variation in the conditions 
under which farmers would be unable to 
conserve, yet would not readjust, is the 
continuation of the first. Price is so low 
for the time being that variable costs are 
a total loss and returns are insufficient 
to cover fixed costs. Yet production is 
continued in order to be ready for a 
quick recovery when prices again are 
favorable. These conditions might char- 
acterize a particular year’s production of 
any commodity which is subject to sharp 
cyclical price conditions. If production 
ceased during the poor years, it would 
be impossible to take advantage of 
greater possibilities in succeeding years. 
Hence, the losses are accepted during the 
periods of low prices in order to take 
advantage of the good seasons. Again, 
it is obvious that the good years must 
make possible returns sufficient to cover 
all losses in the off years, as well as cur- 
rent operating costs, if production is to 
be justified. . 

The possibility of operating at such 
short-time losses obviously depends on 
the extent to which resources would be 
depleted or destroyed. Such a procedure 
would not be possible beyond the point 
which will permit rehabilitation. In 


18 Schickele uses the term “breaking point” to describe 
the “point . . . where the rate of decline [in natural soil 
fertility) begins to increase materially.” Rainer Schickele, 


other words, depletion and erosion may 
become so severe as to reduce seriously 
the ability of the soil to respond to 
fertility-building practices. This might 
be referred to as the “‘breaking point” 
in soil depletion.'* Beyond this point 
soil rehabilitation may not be economic- 
ally feasible for agricultural purposes. 
Insofar as the process of rebuilding soils 
is dependent upon economic feasibility, 
the breaking point may vary with the 
demand (price level) for agricultural 
production. The physical problem of 
rebuilding soil which has been destroyed 
(beyond the breaking point) is largely a 
matter of time, since the natural produc- 
tion of soil is an extremely slow process. 


A question which frequently arises is 
whether expected higher prices will en- 
courage or discourage conservation. This 
question is basic to our contention that 
higher incomes may be necessary to make 
conservation feasible under certain cir- 
cumstances. On the basis of the view 
expressed in Part I'® of this discussion it 
is undoubtedly true that higher incomes 
will be requisite to conservation up to 
the point of fulfilling the elemental con- 
sumption desires of the people in some 
areas. Obviously, this point is moot, 
depending on the accepted level of 
living. It can be assumed safely, however, 
that a level of income in excess of that 
required to satisfy usual current con- 
sumption is reached by commercial 
farmers. The question is: Will additional 
income, as a result of higher prices, en- 
courage or discourage the maintenance 
of productivity? In trying to answer this 
question two assumptions have been 
made: (a) the profit motive is controlling; 
and (b) the business units concerned are 
already operating with an optimum ad- 
justment between practical costs and re- 


Economics of Land Use Adjustments, lowa Agr. Expt. Sta. 
Bul. 209, Ames, 1937, pp. 365-369. 
1° This Journal, op. cit. 
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turns. It has already been shown that 
this adjustment will be requisite to the 
feasibility of conservation. The aim now 
is to indicate what entrepreneurs might 
do when available returns are greater 
than the minimum necessary to the eco- 
nomic feasibility of conservation. 

In order to analyze this problem, a 
schedule of productivity with and with- 
out conservation has been assumed (Fig- 
ure III). For purposes of this analysis, 
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conservation (by definition) would result 
in a constant annual physical production, 
while continuous exploitation would re- 
sult in slowly declining productivity 
followed by an accelerated decline, with 
a tendency for productivity to level off 
at a low yield after 25 to 30 years of 
depletion. If the decline is largely the 
result of erosion, productivity might 
decline to zero. 

The application of net value figures to 
this physical production schedule per- 
mits the charting of the net income 
streams presented as Figure IV. Curves 
A and A! represent probable net income 
streams for a unit of farm land operated 
with and without an adequate system of 
conservation at a relatively low price 
level. Both income streams are based on 
the physical production schedule illus- 
trated as Figure III. It may be noted 
that exploitive farming is slightly more 
profitable for about 12 years, but that 
over a reasonably short period of time 
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(30 years assumed) the total net income 
(not discounted) is 28 per cent less. 
Curves B and B! represent greater in- 
come streams, with and without con- 
servation, resulting from higher prices, 
and more intensive production made 
possible by the higher price level. For 
this comparison it was assumed that the 
cost of conservation under either price 
level was $1,000 annually. Hence, both 
net income streams without conserva- 
tion (A! and B!) are enhanced to the 
extent of this sum, in addition to the net 
value of production. Insofar as Figure 
IV is concerned, this item of cost (which 
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was not paid) accounts for the additional 
net income realized for a few years by 
exploitation over and above that income 
which would be possible with conserva- 
tion. 

Although net incomes without con- 
servation are seen to be higher for a 
few years under either price level, it is 
clearly shown that higher prices over a 
short term of years should encourage 
conservation.”° Two significant facts 
are to be observed: (1) the comparative 
loss in net income without conservation 
is 10 per cent greater for the 30-year 
period under the higher price level; 


20See H. Hotelling, “Economics of Exhaustible Re- 
sources,” Journal of Political Economy, April 1931, for an 
analysis of the effect of higher prices on the feasibility of 
conservation under monopolistic control. 
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and (2) the period during which ex- 
ploitation would yield a greater annual 
income without conservation would be 
shorter if the higher prices prevailed. 
Both are the obvious result of a more 
rapidly declining income stream under 
the higher prices, assuming physical 
production to vary only as a result of the 
more intensive application of those factors 
not contributing to conservation and the 
rehabilitation of soil productivity. Thus 
it is clear that expected higher prices 
should encourage farmers to practice 
conservation. In fact, higher relative 
prices for farm products should induce 
farmers to increase soil productivity, 
rather than to be satisfied with main- 
taining it (with exceptions noted at other 
points herein). 

On the basis of the income schedules 
illustrated by Figure IV, a compound 
discount of five per cent of future in- 
come would not alter the preceding con- 
clusions significantly. The period during 
which exploitation is profitable would 
be extended two or three years by dis- 
counting all future incomes. But the 
relative profitableness of conservation 
over a longer period would not be altered 
substantially. For example, the undis- 
counted total net incomes for schedules 
B and B! (Figure IV) are $300,000 and 
$203,800 respectively; a ratio of 1 to 
1.47. Discounting these income streams 
at five per cent (compounded annually) 
the total present value of future incomes 
over the 30-year period is $153,921 for 
B and $123,926 for B'; a ratio of 1 to 
1.24. The effect of the discount on future 
incomes emphasizes the fact that ex- 
penditures for conservation must be 
justified in terms of additional returns 
that are made possible. It is quite evi- 
dent that a substantially higher rate of 
discount on future incomes, under cer- 
tain circumstances, might eliminate the 
justification for conservation. This might 
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be particularly true of remote benefits 
such as forest production.2* 

The foregoing comparisons are based 
on the double assumption that: (a) 
physical productivity under _ exploita- 
tive practices would not be greater at 
any point in time than under conserva- 
tion; and (b) there is a moderate dis- 
count of five per cent. These are not 
necessarily valid assumptions. For ex- 
ample, the exploitation of grazing lands 
might permit the grazing load to be 50 
per cent greater for a few years than 
would be true with conservation. Like- 
wise, continuous corn production rather 
than corn in a rotation of crops including 
hay (which may yield less than corn) 
should produce more than would be 
possible under conservation manage- 
ment. In such cases exploitative prac- 
tices might, for a time, yield substantially 
higher income than conservation man- 
agement—in addition to the “‘cost” of 
conservation which would not be ex- 
pended. ; 

Let it be assumed, for example, that a 
100-acre tract of grazing land would 
carry 100 animal units under conserva- 
tion management, at a net income of 
$50 per unit or a continuous total of 
$5,000 for the 100-acre tract. By ignor- 
ing the maintenance of productivity the 
same tract might carry a much higher 
number of animal units for a relatively 
short period (Curve. B', Figure V). 
Thus, assuming the same net returns per 


21 An additional consideration in favor of conservation 
should not be overlooked in evaluating the comparisons 
presented in Figure IV. In addition to the higher dis- 
counted incomes resulting from conservation, the capital 
resource is maintained. Assuming that exploitation for 30 
years will reduce yield to a more-or-less static low level 
(Curve B!) the income received in the thirtieth year might 
be capitalized to give the value of the capital resource at 
that point. Thus, capitalization of the thirtieth year net 
income at five per cent produces the following capital value 
comparisons: : ‘ 

Stabilized Discount 
income rate 
With conservation. , $10,000 .05 
With exploitation.. 2,500 .05 


Capitalized 
value 
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animal unit ($50) and the saving of the: 


cost of conservation ($500) annually, 
income as a result of exploitative prac- 
tices might be substantially greater for 
approximately ten years than would be 
true with conservation. In fact, the total 
net undiscounted income (at $50 net 





LLARS 


| T WET INCOME 
| (Trous anos) 


| 
—— Physical production 
oe Discounted annual net income + 











LA 
. 
* 
*, 














. 
., 
., 
. 
soy! 
-, 
72. 


|. With conservation 














© PRESENT VALUE NET INCOME FOR 80-YEAR PERIOD USING 5 PERCENT COMPOUND INTEREST 


© S OLPABINEAT OF AcmCULTURE NEC 43192 BURT AU OF AGRICULTURAL FCOROHNCS 


per unit, plus and minus the cost of 
conservation) based on assumed physical 
production schedules B and B! are almost 
identical for the 30-year period. Con- 
sequently, if the net income schedules 
are discounted at five per cent the 
justification for conservation is elimi- 
nated, insofar as annual earnings are con- 
cerned. In this instance the discounted 
net income with conservation is only 
80.7 per cent of the discounted income 
without conservation. 

Since the above analysis is based on 
assumed situations it is impossible to 
draw specific conclusions. On the other 
hand, there are two important facts to 
be observed: (1) Situations of the type 
assumed are not uncommon in an ex- 
panding and varied economy wherein 
alternative higher earnings and the lack 
of dependence on a specific resource for 
long periods may encourage the im- 
mediate highest possible earnings. The 


SS 


32 A, C. Bunce, Economics of Soil Conservation (Ames: Iowa , 


State College Press, 1942), p. 64. 
23 Compulsory land use regulations authorized by the 
respective state enabling acts is the outstanding attempt to 


possibility of depleting one farm and of 
then moving on to new land character- 
izes this situation.?* (2) Higher discount 
rates on future income, resulting from 
any one or a number of factors hereto- 
fore observed, may eliminate the entre- 
preneural justification for maintaining 
resource productivity under plausible 
circumstances, even where lower rates 
would permit it. It is entirely possible 
that circumstances of this type may per- 
mit a complete disregard for the depre- 
cated value of basic resources resulting 
from exploitative management. 

This problem is commonly observed 
where one generation of farmers has no 
interest in conserving land resources for 
future generations. Consequently, the 
future is heavily or totally discounted in 
favor of the highest total consumable 
earnings during a single generation. It 
is under circumstances of this type that 
institutional aids to conservation are of 
striking value. With the economic 
justification favorable, the practice of 
passing unencumbered productive lands 
on to children has been indicated pre- 
viously as a fruitful means of achieving 
conservation. On the other hand, society 
may deem it essential to enact legal 
restrictions on the exploitation of re- 
sources by a single generation having no 
interest in posterity.?° 

Throughout this discussion the de- 
pendence of conservation on a long-time 
interest in specific resource productivity 
has been observed. Anticipated future 
incomes must have a current (present) 
value equal to or greater than the present 
costs if conservation is to be feasible. 
Consequently, if farmers are to justify a 
maximum level of conservation they 
must be interested in the same resources 


employ the police power for enforcing soil conservation. 
Rural zoning ordinances represent a similar type of social 
control. Practice subsidies are merely variations of the same 
concept. 
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over a period of time long enough to 
realize a maximum of the benefits 
thereof. When we realize that, in 1940, 
63 per cent of all farm tenants and 
22 per cent of the owner-operators in the 
United States had been on the farms 
they were then farming for less than five 
years, the problem of conservation be- 
comes still more complex. More than 
33 per cent of the tenants and 8 per cent 
of the owner-operators had been on their 
farms only 15 months.** 

There are three main reasons why farm 
tenancy in the United States is often 


charged with encouraging soil depletion © 


rather than conservation. First, many 
landlords are unwilling owners, having 
gained possession of farms through debt 
defaults, inheritance, and other means. 
Being unable to sell them at a price con- 
sidered adequate they proceed to glean 
as much from them as possible by ex- 
ploiting both the tenant and the land. 
Still others own land as a hobby, some 
of whom do not prefer to tie up much 
money but hold on to it as a matter of 
security. The people of this country still 
have an urge to own land as assurance 
against the uncertainties of other income 
sources. 

Second, the customary short-term leases 
which have dominated tenancy in most 
of the states discourage tenants from 
having an interest in the same land for a 
time long enough to justify numerous 
conservation measures. Tenants, like 
many land owners, have developed the 
philosophy of exploitation and have not 
been taught the advantages of land 
husbandry. Their aim is to reap all they 
can in a short period and then to move 
on. Only occasional landlords have been 
willing to provide leases covering a 
period long enough to enable tenants to 
realize the benefits of soil management 
practices. Leasing provisions for assuring 


24 U. S. Census of Agriculture, 1940. 
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tenants just compensation for unliqui- 


.dated portions of investments made in 


the interests of conserving either land or 
improvements have been infrequent. 

Third, the division of income among 
two or more claims leaves each claim 
with only part of the justification for 
conservation unless the costs are shared 
directly by all recipients of income. This 
factor together with the uncertainty of 
future benefits resulting from a lack of 
long-term leases is a strong force in 
favor of exploitation. The problem is 
acute particularly where reinvestments 
must be made for past depletion and 
must be amortized along with main- 
tenance in order to achieve a reasonable 
level of productivity. In such instances 
the period during which conservation 
will cost more than enhanced current 
returns will justify is lengthened, insofar 
as individual incomes are concerned, by 
reason of the fact that income is shared. 
The solution is to fix the responsibility 
for conservation according to income 
received (assuming the minimum con- 
sumption demands of all parties are met 
and that incomes are equitably shared) 
along with the means for realizing the 
benefits therefrom, or to place the 're- 
sponsibility on one or the other parties 
with favorable leasing provisions. 

The reasons for owning land and the 
provisions for its operation are forceful 
factors in conservation management. All 
of these so-called institutional factors 
tie back to the income motives. Tenancy 
per se is not a cause for a lack of conserva- 
tion, depending on leasing arrangements. 
Family farm-owner operation is not 
necessarily the answer. ‘Tenancy may 
be the result of depletion under owner- 
operation, as well as the cause. Small 
operating units, uneconomical organiza- 
tion, poor management, misuse. of land, 
high cost-price ratios, inertia, and ig- 
norance are all factors which may be 
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jointly or singularly resulting in cir- 
cumstances which prohibit or discour- 
age the maintenance of soil productivity. 
Furthermore, it must be realized that 
these negative forces must be eliminated 
before positive action will be of lasting 
benefit. _ Publicly subsidized physical 
measures serve only as a temporary 
stimulant unless the source of the ill is 
properly diagnosed and cured. The 
problem of low incomes as a result of 
small operating units cannot be solved 
for long by building dams and terraces, 
or by supplying lime and _ fertilizer. 
These investments must be maintained 
and, if the necessary income is not forth- 
coming under favorable circumstances, 
repeated depletion will occur. 

In summary, it should be clear that 
certain physical measures designed to 
achieve conservation are not necessarily 
feasible for application by a private 


entrepreneur. Conservation is a problem 
of the business of farming. just as obso- 
lescence and repair are problems of 
the textile manufacturer. Soil is not 
conserved for its own sake but for the 
enhanced long-time earnings that con- 
servation may make possible. In an 
economy of private enterprise, certain 
circumstances may justify entrepreneural 
exploitation just as certainly as different 
circumstances may induce conservation. 
Hence, institutional and business ad- 
justments may be requisite to economi- 
cally feasible resource maintenance. In 
this behalf, society has the responsibility 
of providing a framework within which 
farmers may operate economically. In 
turn, farmers have the responsibility of 
caring for non-substitutible and _ irre- 
placeable land resources in order that 
future generations may share the bounties 
of nature. 





Adjusting Wheat Acreage in the Northern Great 
Plains to Wartime Demand 


By RALPH E. WARD* 


oe problem of wheat surpluses in 
the United States and particularly 
the Northern Great Plains has been 
temporarily displaced by the problem of 
increasing production to meet the cur- 
rent and postwar rehabilitation de- 
mands for wheat. The wartime and 
immediate postwar demands for wheat 
raise fundamental questions regarding 
methods of obtaining the needed sup- 
plies. The wheat problem in the United 
States now becomes one of determining 
how our available resources can be 
utilized to the best advantage to obtain 
increased quantities of wheat as well as 
other essential crops with due regard 
to problems of soil conservation and 
probable readjustments in the post- 


war period. This analysis is intended to 
throw some light on means of meeting 
the immediate, but probably temporary, 
increased demand for wheat without 
repeating the land use problems left 
in the wake of World War I. 


Since more than half of the wheat 
acreage of the United States is in the 
seven northern Great Plains states,! and 
as several million acres of land formerly 
in wheat were idle in 1942, the possi- 
bilities and limitations of increasing 
the acreage of wheat in this region are 
of national as well as regional significance. 
This study deals primarily with crop- 
land resources in the Plains and the 
conditions under which they can effec- 
tively be utilized. The purpose is to 
analyze experience in the use of land 


* Agricultural Economist, Bureau of Agricultural 
Economics, U. S. Department of Agriculture. This article 
is an adaptation and revision of portions of a thesis presented 
to the University of Nebraska in partial fulfillment of the 
requirements for the degree of Master of Arts, July 1943. 


resources for wheat production in differ- 
ent parts of the Plains and, on the basis 
of this analysis, to discuss the possibilities, 
limitations and probable results of in- 
creasing the acreage of wheat to meet 
wartime demands. 


The Current Supply-Demand Situation 


Consumption of wheat in 1942-43 
and 1943-44 exceeded production for 
the first time since 1936-37. This demand 
may continue at a high level for at least 
a year after the war, depending upon 
rehabilitation food needs of wartorn 
nations. While the largest surplus on 
record was accumulating from 1937 to 
1942, the acreage was being reduced 
from 81 million acres in 1937, the largest 
on record, to 53 million in 1942, the 
smallest since planted-acre records were 
started in 1919. The large stocks of 
wheat on hand in 1942 were the result 
of exceptionally high yields on a rela- 
tively small acreage and the small 
quantity of exports. The total utilization 
of wheat in the United States from July 
1, 1942 to June 30, 1943 was 984,000,000 
bushels, the largest on record up to 
that time and 38 per cent above the 
1932-41 average. For the year 1943-44 
the utilization was even greater. Ac- 
cording to a preliminary estimate it 
was about 1,292,000,000 bushels. De- 
spite high production in 1942 and 1943, 
and excellent prospects for 1944, the 
carry-over of wheat on July 1 declined 
from 632 million bushels in 1942 to 
622 million in 1943 and 316 million in 


'The Northern Great Plains, as referred to in this 
study, is a combination of seven states: North Dakota, 
South Dakota, Nebraska, Kansas, Montana, Wyoming, 
and Colorado. For brevity it will be called the Plains. 
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1944 (Table I). The expected produc- 
tion in 1944 of more than one billion 
bushels, the largest crop on _ record, 
removes any threat of immediate short- 
age. The prospective utilization, how- 
ever, is great and may reduce the carry- 
over on July 1, 1945 to 300,000,000 
bushels. Thus, the wheat surplus is 
disappearing and the prospective carry- 
over next July will be sufficient to pro- 
vide only for working stocks and a 
moderate margin of safety against low 
yields in 1945. 

The increased use of wheat is due pri- 
marily to livestock feeding and to the 
manufacture of industrial alcohol. The 
quantity fed to livestock annually has 
more than quadrupled, from 117 million 
‘bushels for the ten-year period 1932-41 
to more than 500 million bushels in the 
year ending June 30, 1944. A new use, 
the manufacture of alcohol, took 55 
million bushels in 1942-43 and 110 mil- 
lion in 1943-44. The feeding of such 


large quantities of wheat probably will 
not continue after the war and the 
amount that will be used for alcohol 
cannot be accurately estimated. 
Record quantities of wheat are avail- 
able for export in Canada, Argentina, 
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and Australia. About 150 million 
bushels were imported from Canada for 
feed from July 1, 1943 to June 30, 1944. 
Although the surplus wheat in exporting 
countries is a potential supply against ser- 
ious shortage, the difficulties of transpor- 
tation have made it necessary to plan for 
greater production in the United States. 
The need for greater production of 
wheat has called for an increased acreage 
and /or a higher yield per acre. More 
widespread adoption of the better known 
varieties and practices is a potential 
source of increase in the yield of wheat. 
Experience with programs of this kind 
over a long period of years shows that 
yields can be increased but that progress 
is slow. Shortages of labor and ma- 
chinery reduce the effectiveness of im- 
proved practices, particularly the time- 
liness of operations. A quick improve- 
ment in farm practices or varieties of 
wheat which will raise yields substan- 
tially, probably cannot be relied upon 
as the sole method of obtaining the 
needed supplies. Although all possible 
increases on the intensive margin should 
be promoted, a large increase in pro- 
duction in a short time requires an in- 
crease in the acreage seeded to wheat. 


THE UNITED STATES, AVERAGE 1932-41, ANNUAL 


1942-44 * 
(unit: million bushels) 








Supply 


Utilization 





Pro- 
duction 


Stocks 


July 1 Tolal 


Period 


Feed Other 





1932-41 (average) 235 738 973 
974 
836 


1,128? 


632 1,606 
622 


316 











1,458! 
1,4442 


123 

















* Data compiled from reports of Bureau of Agricultural Economics, U. S. Department of Agriculture. 
1 This domestic supply was increased. by imports of about 150 million bushels. 
? Production and domestic supply are estimates based on crop condition July 1, 1944. 
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To counteract the dwindling supply 
of wheat, the War Food Administration 
set a goal of 67 million acres of wheat for 
1944, an incrcase of 12 million from 1943. 
The seeding of approximately 67 million 
acres in 1944 brought the acreage to the 
14-year average but it is still substan- 
tially less than the all-time high of 81 
million in 1937. The goal for 1945 has 
been tentatively set at 67 to 70 million 
acres, a small increase over the 1944 
acreage. With average yield, the na- 
tional production from 67 million acres 
would be 800 million bushels, about 10 
per cent above prewar utilization and 
about 38 per cent below the 1943-44 
disappearance. Thus, 67 million acres is 
about the same as the prewar average 
and therefore should not be considered 
aS an excessive expansion. 


Land Resources Available for Wheat Pro- 
duction and their Utilization in Recent 
Years 


Wheat is the principal crop in the 
Plains and occupies about 47 per cent 
of the grain crop acreage. It is grown 
nearer the critical point of moisture 
supply than in most parts of the United 
States. In the Plains, wheat is grown in 
areas in which annual precipitation is 
less than 20 inches. Some of the northern 
areas have an average of only 12 to 15 
inches annually. Climate and other 
natural hazards are such as to cause 
wide variations in yield and production. 
Probably the most widespread unfavor- 
able conditions prevailed in 1934; while 
the most favorable conditions brought 
the exceptionally high yield of 19.8 
bushels per planted acre of wheat in 
1942. The Plains are remarkably stable 
in maintaining about 55 per cent of the 
nation’s wheat acreage but ‘fluctuate 


2 The acreage of “principal crops’’ is a total of the 
planted acreage of all crops except hay and the harvested 
acreage of hay. The principal crops are wheat, corn, oats, 
barley, rye, grain sorghums, flax, tame hay, forage sor- 


crop acreage have occurred. 
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greatly both above and below the aver- 
age of 44 per cent of the total production. 
. Trend in Acreage of Cropland. Land is 
used for crop production under widely 
varying conditions in the Plains states. 
The eastern fringe of South Dakota and 
Kansas and about one-half of Nebraska 
are part of the cornbelt, and a large 
proportion of the land area is used for 
the production of crops. Corn is the 
most important crop, but wheat and 
other crops are grown on diversified 
farms. West of the cornbelt fringe and 
east of the Rocky Mountains is a large 
plains area which is utilized primarily 
for grazing and wheat production. The 
western part of the region is mountainous 
with a small acreage of cropland and 
wheat. 

Considering these seven Plains states 
as a whole, some important changes in 
The 
acreage used for the production of the 
principal crops in the Plains decreased 
from 101 million acres in 1932 to 85 
million in 1942.2 This reduction came 
almost entirely from grain crops, thereby 
reducing the proportion of grain crop 
acreage from 89 per cent of the acreage 
of principal crops in 1932 to 87 per cent 
in 1942. This sharp reduction in the 
acreage of crops occurred as a result of 
prolonged drought, depression, low prices 
for wheat and over-expansion of crop- 
ping in areas near the extensive margin 
of crop production. 

Of the 16 million acres formerly 
planted to grain crops about 8 million 
acres had been retired, regrassed or 
added to the summer fallow acreage by 
1942 and about 8 million was idle 
cropland. This estimate is obtained by 
using information from several sources. 


ghums, potatoes and dry edible beans. The first seven 
crops are referred to as “grain crops” and constitute about 
88 per cent of the principal crop acreage. Data compi'ed 
from reports of the Crop Reporting Board, Bureau of Agri- 
cultural Economics, 1929-40 revised, 1941-42 preliminary. 
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RELATION OF WHEAT ACREAGE 70 THE 
COMBINED ACREAGE OF OTHER GRAIN 
CROPS IN 1941 


100 aores.of wheat to the following 
eores of -all other grain crops: 


Ea 2 
76 to 125 acres 
126 to 200 acres 
201 to 300 acres 
9503) 30} and more acres 


25 acres and less 
26 to 75 acres 








Three million acres were retired from 
crop use in the restoration program of 
the Agricultural Adjustment Adminis- 
tration. About three-quarters of a 
million acres of cropland were pur- 
chased by the federal government and 
returned to a grazing use. Rough esti- 
mates of the regrassing of marginal crop- 
land run from 2 to 3 million acres. The 
acreage of summer-fallow was increased 
substantially between 1932 and 1942, 
but the exact amount is not known 
accurately. From the above information, 
together with a study of the amount of 
idle and fallow land recorded in the 
United States Census, the amount of 
idle cropland in 1942 was estimated at 
approximately 8 million acres. As shown 
in a later section, most of the idle land 


3The purpose of the restoration program was to 
assist farmers in retiring land that was permanently unsuited 
to crop production and in regrassing such land. 


was in the central portion of the region 
where most of the wheat acreage is 
located. 

Relation of Wheat Acreage to Other Grain 
Crops. Wheat is more widely grown and 
probably is more adaptable to the con- 
ditions in various parts of the Plains 
than any other grain crop. In spite of 
its wide adaptation, however, wheat 
acreage is also highly concentrated in 
some areas. ‘The acreage cf wheat is 
only a little less than the combined 
acreage of corn, oats, barley, rye, flax 
and grain sorghums. From -1929 to 
1942, wheat acreage varied from 43 to 
52 per cent of the acreage in grain crops, 
and in 1941 was 46 per cent, about the 
average for the whole period. Since the 
situation in 1941 was about average for 
the period, it was selected for analyzing 
the relation of wheat acreage to other 
grain crops. Another factor in favor of 
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1941 is the importance of studying the 
most recent year for which adequate 
county data were available. 

Because of competition with other 
crops, the proportion of cropland used 
for wheat varies greatly in different 
parts of the Plains. Areas of varying 
degrees of specialization in wheat were 
delineated by calculating the ratio of 
wheat acreage to the combined acreage 
of other grain crops in each county in 
1941 and arranging the counties into 6 
statistical and geographical groups ac- 
cording to these ratios. Exceptions were 
made for a few isolated counties in 
order to join them with the nearest 
related group. The location of these 
areas is shown in Figure 1. In Area I, 
wheat is grown almost to the exclusion of 
other grain crops, occupying 84 per cent 
of the grain acreage. (Table II) Barley, 
with only 6 per cent of the acreage, is 
the nearest competitor to wheat. In 
Area II, wheat occupies 67 per cent of 
the grain acreage; barley is the nearest 
competitor but with only 9 per cent of 
the acreage. In Area III, wheat occu- 
pies about half of the grain acreage 
and corn is the nearest competitor. In 
Area IV, wheat has 35 per cent of the 
acreage and corn is a close competitor 


Taste IT. 
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with 30 per cent. In Areas V and VI, 
corn is the leading crop and wheat 
occupies 29 and 12 per cent, respectively. 

Most of the wheat acreage of the region 
is concentrated in areas where it equals 
or exceeds the combined acreage of all 
other grain crops. In 1941, 19.8 million 
acres of wheat or 59 per cent of the re- 
gional total were in Areas I and II, the 
highly specialized wheat areas. Areas 
III and IV had 9.4 million acres or 
28 per cent of the regional total. Areas 
V and VI had 4.2 million acres or 13 
per cent of the regional total. 

The trends and fluctuations in the 
acreage of wheat from 1931 to 1941 
were markedly different in these various 
areas. The trend was definitely down- 
ward in the more specialized wheat 
areas, about level for the less specialized 
areas, and definitely upward for the 
diversified areas. Wheat acreage was 
not reduced in the diversified areas in 
1934, the first year of the Agricultural 
Adjustment Administration program, but 
was reduced sharply in the medium and 
specialized wheat areas. The acreage of 
wheat in the diversified areas increased 
more rapidly from 1934 to 1938 and 
decreased more rapidly from 1938 to 
1940 than in the other areas. A com- 


RELATION OF WHEAT ACREAGE TO OTHER GRAIN Crops IN AREAS OF VARYING SPECIAL- 


IZATION IN WHEAT, NORTHERN GREAT Pains, 1941 * 








All Grain Wheat 


Crops 





thousand 
acres 
7,488 

12,362 
7,049 
2,360 
2,521 
1,724 


thousand 
acres 
8,931 
18,535 
14,243 
6,714 
8,618 
14,839 











per cent 

















* Data compiled from records of federal-state statisticians, Bureau of Agricultural Economics. 
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TaBLe III. Comparison OF FLUCTUATIONS IN THE ACREAGE OF WHEAT IN AREAS OF VARYING SPECIALI- 
ZATION IN WHEAT, NORTHERN GREAT Ptarns, 1931-41 * 








Planted Acres of Wheat 


Smallest as 





Average, 
1931-1941 


~ Largest Acreage 


Percentage 
of Largest 


Smallest Acreage 





thousand 
acres 
9,524 

15,354 
8,944 
3,345 
3,661 
2,491 


thousand 
acres 
8,291 








thousand 
acres 
7,464 

12,362 
6,716 
1,948 
1,869 
1,653 


year 
1940 
1941 
1934 
1934 
1933 
1940 














* Data compiled from records of federal-state agricultural statisticians, Bureau of Agricultural Economics. 


parison of the highest and lowest wheat 
acreage in each area from 1931 to 1941 
shows the widest fluctuations in acreage 
were in the more diversified areas where 
other grain crops are strong competitors 
of wheat. For example, the smallest 
acreage was 81 per cent of the largest 


acreage in Area II and 51 per cent in 
Area V. (Table III) 

As wheat acreage was reduced, more 
cropland became idle in the specialized 
wheat areas than in the more diversified 


areas. In the specialized wheat areas, 
there are many impediments to a shift 
from wheat to other crops. The major 
use of land, kind of farm equipment, 
size of farm, storage, marketing facilities, 
and experience of the operator all center 
around wheat. The lack of satisfactory 
alternatives prevents a major shift to 
other crops when the demand for wheat 
is low. In contrast with this situation, 
one crop is substituted for another in 
the diversified areas as adjustments are 
made in response to changes in economic 
and physical conditions. Greater fluctua- 
tion in the acreage of wheat in portions 
of the diversified areas occurs because, 
in times of drought, winter wheat is a 
‘more reliable crop than corn, whereas 


under the average price relationship 
corn will bring greater net returns than 
wheat when rainfall is ample. During a 
dry period, such as 1934 to 1939, wheat 
is likely to be substituted for corn. Dur- 
ing a period when rainfall is ample, 
such as 1940 to 1942, corn is likely to 
displace wheat. 

In the Plains, farmers, in selecting 
crops which will bring the greatest net 
returns, have concentrated the wheat 
acreage in areas that have a wide range 
in climate, soils, and yield. The con- 
centration of wheat acreage in certain 
areas was not primarily on the basis of 
the best natural adaptation of wheat to 
the physical conditions as reflected in 
yield per acre. Conversely, a slight 
tendency toward specialization in wheat 
in areas of lower than average produc- 
tivity is apparent. For example, Areas 
II and III are below, and Areas IV, V 
and VI are above the regional average. 
The exception to this tendency, however, 
is outstanding: Area I, the most highly 
specialized wheat area, is above the 
regional average in yield per acre. Since 
there is no definite relationship between 
the areas of specialization in wheat and 
the average yield, a separate analysis 
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Pigure 2 


LONG TIME 
AVERAGE YIELD OF WHEAT 








5 to 7 bushels per acre 


WY 8 to 10 bushols per acre 


UY 11 and more bushels per acre 

















of the relation of acreage to yield was 
made. 

Relation of Wheat Acreage to Long-time 
Average Yield. The long-time average 
yield of wheat for the Plains is about 10 
bushels per planted acre, but varies 
widely from county to county. The long- 
time, county-average yield of wheat 
varies in different parts of the region from 
5 to 29 bushels per acre. Under dryland 
farming conditions, where most of ‘the 
wheat is grown, county-average yields 
range from 5 to 18. For this analysis, 
three groupings were made as follows: 
counties with 5, 6 and 7 bushels per acre 
into a low-yielding group; counties with 


* The yield used is the adjusted county-average yield 
established for the 1941 program of the Agricultural Ad- 
justment Administration and the Federal Crop Insurance 
Corporation. The yields are based on all available inform- 
tion including “key” farm records from 1930 to 1940 and 
adjusted for a longer period. 


8, 9 and 10 bushels per acre in a medium- 
yielding group; and counties with 11 
bushels and more in a _ high-yielding 
group. A few isolated counties which 
did not conform with neighboring coun- 
ties were arbitrarily attached to the 
nearest group. These cases were so few 
as to have little or no effect on the totals. 

The low-yielding group of counties 
covers a large area in the north-central 
and the south-central parts of the region 
(Figure 2). The medium-yielding areas 
surround the low-yielding areas and 
cover large portions of the central part 
of the region. High-yielding areas are 
along the eastern border and in the 
western half of Montana and Colorado. 
Although the differences among areas 
are highly significant, the differences 
among counties near one of the dividing 
lines are usually small. Although the 
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TaBLeE IV. RELATION OF WHEAT ACREAGE TO OTHER GRAIN Crops In Low, MEpiuM AND HIGH-YIELD- 
ING AREAS, NoRTHERN GREAT Pains, 1941 * 











All Grain 
Crops 


Wheat 


Barley 


Other 
Grain 
Crops 





Low yield 





thousand 
acres 


13,985 


28,991 


thousand 
acres 


7,883 


14,257 


per cent 
56 


49 


per cent 
12 


17 


per cent 
6 


10 


per cent 
13 


12 


per cent 
13 


12 





Medium yield... 


28,904 11,364 39 








High yield | 
| 


29 16 10 6 

















* Data compiled from records of federal-state agricultural statisticians, Bureau of Agricultural Economics. 


areas are characterized by low, medium 
or high average yield, there are small 
localities which have long-time yields 
that are above or below the average. 
The low-yielding areas, therefore, should 
not be designated as marginal, but they 
can be described as having a higher pro- 
portion of cropland which is near the 


margin of successful wheat production 
than have the medium or high-yielding 


areas. 

In general, wheat occupies a more 
prominent position in comparison with 
other grain crops in the areas of low 
yield. In these areas, wheat occupies 56 
per cent of the acreage of all grain crops, 
and in the medium and high-yielding 
areas, it occupies 49 and 39 per cent 
respectively (Table IV). Barley acreage 
also occupies a more prominent position 
in the low-yielding than in the high- 
yielding areas. The proportion of the 
grain acreage used for corn and oats 
varies directly with the yielding ca-. 
pacity. In the areas of low yield of 
wheat, corn occupies only 12 per cent 
of the, grain acreage, while in the areas, 
of high yield, it occupies 29 per cent. 
The corresponding proportions for oats. 
are 6 and 16 per cent. The chief com- 
petitors of. wheat. in. the .low-yielding . 


areas are barley and sorghum, and in 
the medium and high-yielding areas the 
leading competitors are corn and oats. 
Wheat meets its keenest competition 
from other grain crops in areas where its 
yield is the highest. The high yields of 
wheat in the eastern part of the region 
show that wheat is well-adapted in these 
areas. But other crops such as corn and 
oats are also well-adapted. In the more 
arid areas farther west, both in the 
spring wheat area in North Dakota and 
Montana and in the winter wheat 
area of Kansas and southern Nebraska, 
conditions are less favorable for the pro- 
duction of both corn and wheat, but the 
relative advantage: shifts from corn to 
wheat. Thus, wheat appears to have its 
greatest economic advantage over other 
grain crops where conditions are such as 
to bring only medium and low yields. 
Wheat has occupied a large amount of 
land near the extensive margin of culti- 
vation where yields become so low as to 
cast doubt on the advisability of culti- 


‘vating the land at all.. Moving toward 


the more humid areas, wheat meets 
more and more severe competition from 
other grain crops until the corn belt is 
reached and corn gets first choice on the 
use of cropland. - .. 
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The trend in wheat acreage is signifi- 
cantly different in each of these yield 
groups for the 11-year period, 1931-41. 
In the low-yielding area, the trend is 
distinctly downward; in the medium- 
yielding area, slightly downward; and in 
the high-yielding area, definitely up- 
ward. A higher proportion of the wheat 
acreage of the region was on high-yield- 
ing land in 1941 than in 1931. This is 
due in part to the reaction from over- 
expansion of wheat acreage on low- 
yielding land which is near the margin 
of production. In this process of ad- 
justment, a substantial acreage of crop- 


land has been retired and diverted to 


grazing or left idle awaiting a change in 
conditions which would justify cropping 
it again. The sharp increase in wheat 
acreage from 1934 to 1938 in the high- 
yielding area was due in part to the dis- 
placement of corn by wheat during the 
drought. From 1938 to 1941, the acreage 
of wheat decreased rapidly in the high- 
yielding area but did not reach the former 
low point of 1933. 

The rate of change in wheat acreage 
was more rapid and through a wider 
range in the high-yielding area than in 
the other areas. The smallest acreage 
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from 1931 to 1941 is 59 per cent-of the 
largest ‘in the high-yielding area in 
comparison with 79 per cent in the 
medium and 69 per.cent in the low- 
yielding area (Table V). There’ was 
substantially less fluctuation in acreage 
in the medium-yielding area than in 
either of the other two. Wheat is giown 
more successfully in the medium- than 
in the low-yielding acreas and has less 
competition from other grain crops than 
in many parts of the high-yielding areas. 

The decrease in acreage of land used 
for crops and the increase of idle and 
fallow were greatest in the low-yielding 
areas. Data compiled from Census 
reports show that the decrease in land 
used for crops from 1929 to 1939 was 
28 per cent in the low-yielding area, 
20 per cent in the medium- and 10 per 
cent in the high-yielding area. Idle and 
fallow land increased 388 per cent, 276 
per cent and 162 per cent for the low-, 
medium- and high-yielding areas, re- 
spectively. The decrease in total crop- 
land, as indicated by the reduction in the 
amount reported either as used or idle, 
was 5 per cent, 4 per cent, and 2 per cent 
for the low-, medium- and high-yielding 
areas, respectively. 


TasLe V. FLUCTUATION tN THE ACREAGE OF WHEAT IN AREAS OF Low, MEDIUM AND HicH YIELD 
NorTHERN GREAT Ptains, 1931-41 * 











Planted Acres of Wheat 


Smallest 





Average, 
1931-41 


Largest acreage 


Acreage in 
Percentage 
of Largest 


Smallest acreage 





thousanl 
acres 


thousand 
acres 


9,672 11,144 


Medium yield. 16,461 18,069 


High yield. ... 11,196 15,360 











year 
1933 
1938 


1938 


thousand 


acres per cent 


7,743 1940 69 


14,257 1941 79 





1933 59 


{ 


9,096 











* Data compiled from records of federal-state agricultural statisticians, Bureau of Agricultural Economics. 
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Natural Hazards to Wheat Production. 
In addition to determining the avail- 
ability of land resources for increasing 
wheat acreage, the pattern of past use 
and average yields, the risk from natural 
hazards needs to be considered. This 
risk is indicated by insurance premiums 
of the Federal Crop Insurance Corpora- 
tion which were based on the variability 
of yields from year to year. 

The insurance program for wheat 
covered the loss from all natural hazards, 
the most important of which were 
drought, insects, plant diseases, hail and 
floods. Premiums were based on “loss 
cost” experience, that is, the amount 
which would have been required to pay 
actual losses over a period of years as 
determined by records of “key farms.” 
The size of the premiums, therefore, is 


the measure of variation of yields below 
the standard which was adopted. The 
proportion of the average yield which 
was required for the insurance premium 
in each county was calculated and 
termed the ‘“‘risk factor.” For example, 
the risk factor in a county with a 10- 
bushel average yield and a 2-bushel 
premium rate would be 20 per cent. If 
the premium rate were one bushel and 
the yield 10 bushels, the risk factor would 
be 10 per cent. 

The risk factor varies from 5 to 35 
per: cent in different counties of the 
region. Counties with risk factors of 5 
to 15 are grouped together as a low-risk 

‘Data on county average yield of wheat and pre- 
mium rates for “75 per cent insurance” were obtained from 
state offices of the Federal Crop Insurance Corporation. 


The risk factor was calculated from these data but it is not 
part of the insurance program. 
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group; those with 16 to 25 per cent, as a 
medium-risk group; and those with 26 
to 35 per cent, as a high-risk group. 
The high-risk groups are in the north- 
central and south-central parts of 
the region. (Figure 3). Medium-risk 
groups extend around the high-risk and 
cover a large portion of the central 
part of the region and reach to the eastern 
boundary of South Dakota at one point. 
The low-risk groups are along the eastern 
side of the region and in the mountainous 
and irrigated areas along the western 
side. 

Since premiums are based on “‘loss 
cost,”’ which in turn is determined by the 
deviation of actual yields below 75 per 
cent of the average, a high risk factor 
reflects high variability in yields of wheat. 
The deviation from average, therefore, 
is great in. the high risk sections and small 
in the low risk sections as compared with 
the average for the region. Where the 
risk is high, the probable yields extend 
from almost complete crop failure to 20 
or even 30 bushels per acre. 

In general, high risk is associated 
with low average yield and low risk with 
high average yield. The average risk 
factor for areas of low yield is 28 per 
cent as compared with 20 per cent for 
areas of medium yield, and 9 per cent 
for areas of high yield. Individual 
counties are exceptions. For example, 
Kidder County, North Dakota and 
Ziebach County, South Dakota both 
have an average yield of 7 bushels per 
acre, but their risk factors are 24 and 34 
per cent, respectively. In spite of some 
exceptions, the relation of average yield 
to the degree of risk from natural haz- 
ards is apparent both statistically and 
geographically. The risk factor, al- 
though it is a new measure and probably 

*V. P. Timoshenko, Variability in Wheat. Yields 


and Outputs, (Stanford, California: Food . Research In- 
stitute). 


subject to revision, supplies a valuable 
indicator of the relative variability in 
yields of wheat in different parts of the 
region. 

Since risk correlates closely with aver- 
age yield, the analysis of acreage trends 
need not be repeated. It is apparent 
without further analysis that large areas 
which have a low average yield also have 
a high variability in yield from year 
to year because of natural hazards. 
Areas with high average yield generally 
have relatively low variability in yield. 
A high proportion of the wheat acreage 
in the Plains is in areas of medium to 
high risk. High variability in yield is 
found in several important wheat regions 
of the world. °® 

Approximate Amount and Location of 
Land Formerly Planted to Wheat. Recent 
trends in the amount of land used for all 
crops and for wheat in the region have 
been discussed and substantial reduction 
in the acreage of both was shown. To 
determine the situation by areas is more 
difficult than for the region as a whole, 
and the acreage of_idle cropland can be 
estimated only roughly. Data from the 
Bureau of the Census, the only source for 
all counties over a period of years, shows 
that a high proportion of the idle crop- 
land is in the more specialized wheat 
areas. Areas I, II and III, which con- 
tain 80 per cent of the wheat acreage of 
the region, contained three-fourths of the 
former cropland acreage in 1939. Areas 
IV, V and VI which contain 20 per- 
cent of the wheat acreage of the region 
had about one-fourth of the former crop- 
land in 1939. Since the wheat acreage 
was reduced from 1939 to 1942 and other 
crops were increased, it is probable that 
more than three-fourths of the idle crop- 
land in 1942 was in Areas I, II and III. 

A comparison. of the largest wheat 
acreage since 1931 with the wheat acre- 
age in 1943 shows a substantial reduction, 
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in all areas.’ The total of these area 
decreases is 15 million acres. If the former 
maximum wheat acreage were planted 
in all areas the same year, the amount for 
the region would be 15 million acres 
greater than in 1943.8 Of the 15 million 
acre decrease, 11.5 million was in Areas 
I, II and III and 4.5 million was in 
Areas IV, V and VI. 


Possibilities and Limitations of Increasing 
Wheat Acreage in the Plains 


The possibilities and limitations of 
increasing wheat acreage, as considered 
in this study, are primarily from the 
viewpoint of the use of land resources. 
Since wheat can be grown successfully 
in practically all parts of the region, the 
ultimate acreage possibilities are limited 
only by the amount of cropland avail- 
able. The practical possibilities of war- 
time increase in wheat acreage are 
limited, however, by the need for other 
crops and the probability that scarce 
manpower and equipment may be ap- 
plied. to land from which only small 
amounts of wheat can be expected. 

The objective should be to obtain the 
necessary wheat acreage in areas where 
wheat can be grown advantageously, 
where cropland resources are available 
and where a minimum substitution of 
wheat for other essential crops is likely 
to occur. The degree of need for wheat 
and the availability cf manpower and 
equtpment will eventually determine 
both the extensive and intensive margins 
of utilization of land for wheat produc- 
tion. There is also the possibility that 
some counter measures such as govern- 


mental assistance in regrassing of land’ 


near the margin of cultivation may be 
desirable during the war as a check on 
expansion of wheat acreage on land which 

7 The 1943 wheat acreage for all areas is assumed. to 


be 10 per cent less.than. the 1941 .acreage,: the approximate 
difference between the 1941 and the 1943 acreages. for -the 


region. 


_I, II and III, the maj 
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will not remain in production jexcept 
when conditions are favorable. _ 

Major Areas for an Increase in Wheat 
Acreage. Since all restrictions on the 
planting of wheat have been removed, 
the acreage is likely to be increased to 
some extent in all parts of the region. 
But it may be desirable to encourage, by 
educational or other programs, a greater 
increase in some areas than in others or 
to discourage an undue expansion in 
certain areas. If the amount of wheat 
machinery is limited, some basis for 
allocating it to the areas of greatest in- 
crease in acreage will be desirable. 

Although Areas IV, V and VI show a 
sharp reduction in wheat acreage since 
1938, the acreage of other crops, par- 
ticularly corn, was increased. In spite of 
high yields, wheat occupies only 12 to 
35 per cent of the grain crop acreage. 
Since other essential crops are grown ad- 
vantageously in these areas, special in- 
ducements to increase wheat acreage 
probably would result in a reduced 
acreage of other crops. The danger 
here is that wheat may partially re- 
place feed grains which will produce 
more feed units per acre than wheat. 
As long as wheat is being jused as feed 
for livestock, any increase jn acreage in 
these areas beyond the = of a suitable 
crop rotation system or jo utilize the 
limited acreage of idle/ cropland is 
questionable. 

Since most of the wheat acreage and 
most of the idle croplard are in Areas 

j@ portion of an 
increase in wheat acreage would be ex- 
pected there. If Bernice valet is to be 
increased where experfnce shows wheat 


_to have a relative adyantage over other 





8 The difference betweej the highest former acreage 


‘and 1943. is greater when defrmined for each area and 


totaled for the region. than is pbtained by substracting the 
1943. acreage from the highes| acreage for the region, be- 
cause all areas did not haveftheir highest acreage in the 
same year. fee 
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crops and where a substantial acreage of 
idle cropland .is available, the increase 
must come primarily from these three 
areas. 

When these principal wheat areas 
(I, II and III) were sub-divided into 
yield groups, the largest reduction in the 
acreage of wheat was found in the 
medium and low-yielding portions. The 
amount of reduction from the largest 
acreage since 1931 to the acreage in 1943 
was 4 million acres in the low-yielding 
portion, 4.7 million in the medium and 
2.7 million in the high. (Table VI) The 
reduction in acreage of all land used for 
crops from 1929 to 1939 was 5.2 million 
in the low-yielding portion, 6.5 million 
in the medium and 1.1 million in the 
high. Since the data for wheat cover a 
different period than for all crops, no 
direct comparison between, the two can 
be made. The data indicate, however, 
a tendency to shift from wheat to other 


crops in the high-yielding areas and 


from wheat to idle cropland in the low- 
yielding areas. 

High and Medium-yielding Parts of Special- 
ized Wheat Areas. In Areas I, II and III, 
wheat has demonstrated its comparative 
economic advantage over other grain 
crops by occupying 49 to 84 per cent of 
the grain crop acreage. The best wheat- 
producing portions of these principal 
wheat areas are those with highest yields 
of wheat (Figure 4). In addition to high 
yield, production is relatively dependable 
as shown by a risk factor of only 9 per 
cent. An increase in wheat acreage in 
the high-yielding portions would bring 
large returns in wheat from the use of 
available cropland and should be given 
a high priority for the use of scarce 
machinery. The acreage of idle crop- 
land, however, is small. Although the 
wheat acreage in 1943 was 2.7 million 
acres less than in 1938, the land used for 
all crops was only 1.1 million acres less 
in 1939 than in 1929. Since the acreage 


TaBLe VI. Decrease In ACREAGE OF WHEAT AND OF LAND UsEp For ALL Crops, LoNG-TimE, AVERAGE 
YIELD OF WHEAT AND Risk FROM NATuRAI. HAZARDS IN.PRINCIPAL WHEAT AREAS OF THE NORTHERN 
Great PLains ; 











Decrease in Wheat 
Acreage from High 


Decrease in Land 
Used for Crops from 
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Wheat 





Point to 1943! 


1929 to 1939? 


Yield 





Total I, II & 


Low-yielding. . 


Medium-yield- 


High-yielding . 





thousand 
acres 


11,491 


3,995 


4,753 


2,°43 





per cent 


38 


31 


28 





thousand 


acres 


12,926 


5,265 


6,559 


1,102 





per cent 





bu. per 


acre 





11943 wheat acreage etimated 10 per cent less than 1941 in all areas. 


2 Compiled from report of Bureau of Census, wild hay omitted. 
* Long-time average adusted yield by counties from state offices, Agricultural Adjustment Administration. 


4 Percentage of the avenge yield required for crop insurance premiums. 
Specialized wheat ares (s¢e Table II). 
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used for all crops has been increased 
since 1939, the amount of unused crop- 
land in 1942 and 1943 must be sub- 
stantially less than the million acres 
which were available in 1939. Farmers 
in some instances probably will welcome 
the opportunities to substitute wheat for 
other grain crops which were planted 
when the wheat acreage was restricted. 
Thus, a portion of the increase in wheat 
acreage in the high yielding areas is 
likely to result in a decrease in other 
grain crops. 

The: medium yielding portions of 
Areas I, II and III had more acreage 
and’ produced more wheat than did 
either the high- or low-yielding portions 
during ‘the past decade. There was also 
less fluctuation in wheat acreage and 
less substituting of other crops as the 
wheat;acreage was reduced. In contrast 
to the high-yielding areas, the reduction 


of 6.5 million acres of all crops was 
greater than the reduction of wheat 
acreage which was 4.7 million acres. 
Wheat acreage might be increased to 
approach its former high point in the 
medium-yielding areas with a minimum 
displacement of other crops or the use of 
cropland which has been regrassed. 
Although the yield is less in the me- 
dium-yielding areas and the risk is 20 
per cent as compared with 9 per cent for 
high-yielding areas, a much larger acre- 
age of idle cropland is available. Com- 
pared with averages for the region, both 
the yield and risk are medium. If 
special inducements are needed to get 
the desired wheat acreage, they should 
be applied vigorously in these medium- 
yielding portions of the wheat areas. 
Encouragement for a maximum in- 
crease in the medium-yielding areas 
might help to avoid the substitution of 
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crops and where a substantial acreage of 
idle cropland is available, the increase 
must come primarily from these three 
areas. 

When these principal wheat areas 
(I, II and III) were sub-divided into 
yield groups, the largest reduction in the 
acreage of wheat was found in the 
medium and low-yielding portions. The 
amount of reduction from the largest 
acreage since 1931 to the acreage in 1943 
was 4 million acres in the low-yielding 
portion, 4.7 million in the medium and 
2.7 million in the high. (Table VI) The 
reduction in acreage of all land used for 
crops from 1929 to 1939 was 5.2 million 
in the low-yielding portion, 6.5 million 
in the medium and 1.1 million in the 
high. Since the data for wheat cover a 
different period than for all crops, no 
direct comparison between, the two can 
be made. The data indicate, however, 
a tendency to shift from wheat to other 


crops in the high-yielding areas and 


from wheat to idle cropland in the low- 
yielding areas. 

High and Medium-yielding Parts of Special- 
ized Wheat Areas. In Areas I, II and III, 
wheat has demonstrated its comparative 
economic advantage over other grain 
crops by occupying 49 to 84 per cent of 
the grain crop acreage. The best wheat- 
producing portions of these principal 
wheat areas are those with highest yields 
of wheat (Figure 4). In addition to high 
yield, production is relatively dependable 
as shown by a risk factor of only 9 per 
cent. An increase in wheat acreage in 
the high-yielding portions would bring 
large returns in wheat from the use of 
available cropland and should be given 
a high priority for the use of scarce 
machinery. The acreage of idle crop- 
land, however, is small. Although the 
wheat acreage in 1943 was 2.7 million 
acres less than in 1938, the land used for 
all crops was only 1.1 million acres less 
in 1939 than in 1929. Since the acreage 
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11943 wheat acreage estimated 10 per cent less than 1941 in all areas. 


2 Compiled from reports of Bureau of Census, wild hay omitted. 
* Long-time average adjusted yield by counties from state offices, Agricultural Adjustment Administration. 


+ Percentage of the average yield required for crop insurance premiums. 
* Specialized wheat areas (s¢e Table II). 
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used for all crops has been increased 
since 1939, the amount of unused crop- 
land in 1942 and 1943 must be sub- 
stantially less than the million acres 
which were available in 1939. Farmers 
in some instances probably will welcome 
the opportunities to substitute wheat for 
other grain crops which were planted 
when the wheat acreage was restricted. 
Thus, a portion of the increase in wheat 
acreage in the high yielding areas is 
likely to result in a decrease in other 
grain crops. 

The: medium yielding portions of 
Areas I, II and III had more acreage 
and’ produced more wheat than did 
either’the high- or low-yielding portions 
during ‘the past decade. There was also 
less fluctuation in wheat acreage and 
less substituting of other crops as the 
wheat;acreage was reduced. In contrast 
to the high-yielding areas, the reduction 


of 6.5 million acres of all crops was 
greater than the reduction of wheat 
acreage which was 4.7 million acres. 
Wheat acreage might be increased to 
approach its former high point in the 
medium-yielding areas with a minimum 
displacement of other crops or the use of 
cropland which has been regrassed. 
Although the yield is less in the me- 
dium-yielding areas and the risk is 20 
per cent as compared with 9 per cent for 
high-yielding areas, a much larger acre- 
age of idle cropland is available. Com- 
pared with averages for the region, both 
the yield and risk are medium. If 
special inducements are needed to get 
the desired wheat acreage, they should 
be applied vigorously in these medium- 
yielding portions of the wheat areas. 
Encouragement for a maximum in- 
crease in the medium-yielding areas 
might help to avoid the substitution of 
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wheat acreage for other essential crops 
in the high-yielding areas or excessive 
expansion in low-yielding areas. The 
expansion should not be extended to the 
point of disrupting the regrassing of the 
less productive cropland or to induce 
excessive plowing of native sod, at least 
until necessity dictates a greater in- 
crease than now appears necessary. 

Low-yielding Parts of Specialized Wheat 
Areas. The low-yielding portions of 
Areas II and III* have possibilities for a 
large expansion in acreage but also have 
severe limitations. The average yield 
is low and risk is high. Average yield 
for these areas from 1931 to 1941 fluctu- 
ated from 2 to 13 bushels per acre. The 
effect of fluctuations is aggravated by 
what might be called a cyclical tendency. 
For example, yields were below average 
for 5 consecutive years from 1933 to 
1937 and above average for the 5-year 
period from 1938 to 1942. When yields 
are above average for several years, 
wheat production is an attractive enter- 
prise and acreage is likely to be in- 
creased, particularly when high prices 
coincide with the high yields. This 
situation may be followed by one in 
which yields are below average for 
several years. 

In spite of their limitations, the low- 
yielding areas are important producers of 
wheat. Although the long-time ‘county 
average yield is low, some localities are 
better than average and there is wide 
variability from year to year in all 
localities.. A. distinction should be made 
between county-average, community- av- 
erage, and farm-average yields. <A 
county with low-average yield may con- 
tain a community with medium yield 
and individual farms. with medium-. or 
even high-average yield.. This situation 


*No low-yielding counties are found in Area I. 
Practically all of the counties in the region with low aver- 
age’ yield are in Areas II and HI. 


also applies to counties with medium- 
or high-average yield, but it is of special 
significance in low-yielding counties. 
Large quantities of wheat are produced in 
the years when weather conditions are 
most favorable. In favorable years, 
the low-yielding areas yield about as 
much per acre as the medium or high- 
yielding areas. 

The acreage of wheat and the acreage 
used for all crops in the low-yielding 
areas was much greater in the early 
1930’s than at present. About 6.5 million 
acres were planted to wheat in 1943, 38 
per cent less than in 1933. The acreage of 
all crops was reduced 5.3 million acres 
from 1929 to 1939. A portion of this 
former cropland was retired and 2 to 3 
million acres were regrassed. Since a 
large acreage of land near the margin of 
crop production is available, the amount 
of expansion in these areas will depend 
on the price of wheat, cost of production, 


availability of equipment and man- - 
power and public programs for or against: 


such expansion. 

The consensus among both farmers 
and technicians is that the wheat acreage 
was over-expanded in the low-yielding 
areas in the 1930’s. A substantial in- 
crease in acreage now in any except the 
best localities of these low-yielding areas 
is likely to require a downward adjust- 
ment in the acreage when the demand for 
wheat is less than during the war period. 
Unless the need for wheat becomes very 
great and an ample supply of machinery 
and labor are available, the increase in 
acreage in the low-yielding area should 
be confined to the best localities. 

The extensive margin of land use varies 
greatly with changes in price of wheat 
and cost of production. When the price 
of wheat is high in relation to cost of 
production, ‘the: wheat acreage may be 
expanded in localities of low yield. 
When price is low in relation to cost, a 
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large acreage becomes idle. The 5, 6 
and 7 bushel portions of the specialized 
wheat areas have shown this tendency 
to a much greater degree than the 8, 9 
and 10 bushel portions. 

An “all-out” program to increase 
wheat production would exhaust all 
methods of obtaining greater production 
of wheat on the intensive and extensive 
margins. The extensive margin prob- 
ably should be the last to be fully ex- 
ploited because of the seriousness of the 
maladjustments which are inherent in 
the use of marginal and submarginal 
cropland. If such an all-out program 
should become necessary, however, great 
interest attaches to the possibilities of 
securing wheat from the low-yielding 
areas for an emergency period. These 
areas produced 103 million bushels of 
high-quality bread wheat in 1941, 
enough to supply 20 per cent of the an- 
nual consumption as food in the United 
States. From 1931 to 1941, the smallest 
amount produced was 13 million bushels 
in 1934; the average 51 million; and the 
total for 11 years, 566 million. The 
amount of wheat which would be ob- 
tained in the next few years if the acre- 
age were increased to the former high 
point is a matter of chance. Although 
the long-time average risk and yield are 
known, the probabilities of wheat yield 
for a year, or several years ahead, cover 
a wide range. The production possi- 
bilities if the acreage were increased to 
the former high of 10.5 million acres 
based on various yields are as follows: 
95 million bushels from a yield equal to 
the 1938-41 average, 68 million from 
long-time average yield, 136 million 
from a yield equal to the highest from 
1931 to 1941,!° and 18 million from the 
lowest yield for the period. 

A program designed to make the maxi- 
mum use of the land resources in the 
low-yielding areas for wheat production 


should not be instituted except as a 
war measure which is based on necessity. 
Provision would need to be made for 
the orderly expansion of wheat acreage 
when the need was great and for re- 
turning cropland to a grazing use after 
the emergency had passed. The pro- 
visions should include assurance that the 
best-known practices to gain production 
and conserve resources were used. Some 
means of relieving the wheat grower of 
a portion of the high risk and probably of 
the cost of production would be needed 
on the lowest-yielding land. Such a 
program might make provision for in- 
creasing acreage by the use of more 
labor-saving machinery in the hands of 
present operators and thus avoid the 
problem of more families moving into 
these areas. In return for an increased 
acreage during the war, the operator 
could be given assurance of adequate 
assistance in converting his farm back 
to a more conservative, peace-time basis. 


Summary 


Experience in the utilization of land 
resources for the production of wheat in 
the Plains reflects the economic and 
physical conditions under which wheat 
is grown. An analysis of this experience, 
together with indicators of productivity, 
natural hazards, and competition from 
other crops in various areas, provides a 
background of information for making 
decisions regarding acreage adjustments 
for the war and post-war periods. 

Several fundamental facts appear to 
be established: (1) The acreage of 
wheat and the total of all crops in the 
Plains were reduced greatly from 1932 
to 1942. (2) Of the 16 million acre re- 
duction in land used for crops, about 8 
million acres were idle in 1942 and the 
other 8 million had been retired, re- 

10 Production for the Plains in 1942 was the highest 


on record but has not been calculated for the areas which 
are discussed here. 
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grassed or added to the summerfallow 
acreage. (3) Three-fourths of the idle 
land was in the specialized wheat areas 
and most of it on land that produces 
medium to low yields. (4) Acreage ad- 
justments from 1931 to 1941 show that 
wheat and other grain crops are inter- 
changeable in diversified, high-yielding 
portions of the Plains while the alterna- 
tives in the specialized-wheat, low-yield- 
ing portions of the Plains are wheat, 
idle cropland or grass. (5) A major ad- 
justment in land use, the “permanent” 
retirement and regrassing of several 
million acres of low-yielding cropland, 
has occurred in the past decade. (6) The 
economic and physical conditions are 
such that wheat-acreage can be in- 
creased during the war with much less 
risk in some areas than in others and 
with fewer soil conservation and financial 
problems when the war is over. 

If the acreage is expanded in areas 
where experience indicates wheat has a 
comparative economic advantage over 
other crops, where a substantial amount 
of idle cropland is available, and where 
a minimum displacement of other essen- 
tial crops will occur, the principal 
expansion must be made in the more 
specialized wheat areas. Within these 


areas, the amount of high-yielding: land 
is limited and the production from the 
lowest-yielding land is erratic. In the 
medium-yielding parts of the wheat 
areas, production is less erratic than in 
the low-yielding parts, and more idle 
land is available than in the high-yield- 
ing parts. Although the wheat acreage 
is likely to be increased to some extent 
in all areas, the greatest increase should 
be encouraged in the medium-yielding 
portion of the specialized wheat areas. 

Although large quantities of wheat 
have been produced in favorable years 
in the low-yielding areas, the risk is 
high and undue expansion of acreage is 
likely to bring severe postwar problems. 
Some localities in the low-yielding area 
have long-time yields that are higher 
than the average for the whole area. 
A moderate increase in these localities 
might well be made. In the lowest- 
yielding localities, however, no encour- 
agement should be given for increasing 
wheat acreage until the need for wheat 
is very great and ample machinery and 
labor are available. Even then, pro- 


vision should be made to regrass the: 


land when conditions are such that this 
land will need to be retired from crop 
production. 
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The Creed of a Great Public Servant 


[NX THE death of Joseph B. Eastman on 

March 15, 1944 the nation lost a great 
public servant and the profession of public 
administration lost one of its most eminent 
and .statesmanlike practitioners. When he 
died he held the office of Director of the 
Office of Defense Transportation and was 
also a member of the Interstate Commerce 
Commission of which he had formerly been 
Chairman. Shortly before he died, a testi- 
monial dinner was held to honor him and 
celebrate his 25 years’ service as a member 
of the Interstate Commerce Commission. 
In responding, Mr. Eastman made twelve 


observations which distilled the gist of his 


experience upon an administrative com- 
mission. 

These twelve observations sum up the 
ripened philosophy of a distinguished ad- 
ministrator who made a career of public 
service. Although this creed has already 
been printed elsewhere, it seems to me ap- 
propriate to reprint it for the convenience 
of readers of the Journal who may have 
missed seeing it. 

There is little question that our adminis- 
trative agencies are going to play an ever 
more important role in the future. Unless 
these agencies do a good job, commanding 
public confidence and support, the institu- 
tions of democratic government in an in- 
creasingly complex economy will languish 
and in the long run the individual citizen 
will suffer. The sane and balanced view- 
point of Mr. Eastman, as expressed in this 
statement, deserves consideration as a yard- 
stick for gauging the merit of the perform- 
ance of administrators, past and future. 
Here is the creed: 

(1) With the country as big and complex as it 
is, administrative tribunals like the Interstate 
Commerce Commission are necessities. Probably 
we shall have more rather than less. To be suc- 
cessful, they must be masters of their own souls, 
and known to be such. It is the duty of the Presi- 
dent to determine their personnel through the 
power. of appointment, and it is the duty of Con- 
gress to determine by statute the policies which 


they are to administer; but in the administration 
of those policies these tribunals must not be under 
the domination or influence of either the President 
or Congress or of anything else than their own 
independent judgment of the facts and the law. 
They must be in position and ready to give free 
and untrammeled advice to both the President 
and Congress at any time upon request. Political 
domination will ruin such a tribunal. I have seen 
this happen many times, particularly in the states. 

**(2) The courts were at one time much too 
prone to substitute their own judgment on the 
facts for the judgment of administrative tribunals. 
They are now in danger of going too far in the 
other direction. The principle that it is an error 
of law to render a decision not supported by sub- 
stantial evidence is a salutary principle. The 
courts should enforce it. 

(3) An administrative tribunal has a broader 
responsibility than a court. It is more than a 
tribunal for the settlement of controversies. The 
word ‘administrative? means something. The 
policies of the law must be carried out. If in 


~any proceeding the pertinent facts are not fully 


presented by the parties, it is the duty of the tribu- 
nal to see to it, as best it can, that they are de- 
veloped of record. A complainant without re- 
sources to command adequate professional help 
should be given such protection. The tribunal 
should also be ready to institute proceedings on 
its own motion, whenever constructive entorce- 
ment of the law so requires. 

**(4) There is no safe substitute in the pro- 
cedure of the tribunal for full hearing and argu- 
ment of the issues, when they are in controversy, 
although the hearing need not always be oral. 
This takes time, but it is time well spent. 

‘**(5) The decisions of the tribunal should pre- 
sent succinctly the pertinent facts, as they are 
found to be, and the conclusions reached, but 
also state clearly the reasons for the conclusions. 

**(6) The statutes which the tribunal admin- 
isters should be well, simply and carefully framed, 
but the personnel which does the administering 
is more important than the wording of the 
statute. Good men can produce better results with a 
poor law than poor men can produce with a good law. 
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(7) It is not necessary for the members of the 
tribunal to be technical experts on the subject 
matter of their administration. As a matter of 
fact, you could not find a man who is a technical 
expert On any large part of the matters upon 
which the Interstate Commerce Commission finds 
it necessary to pass. The important qualifica- 
tions are ability to grasp and comprehend facts 
quickly and to consider them in their relation 
to the law logically and with an open mind. 
Kealots, evangelists and the crusaders have their value 
before an administrative tribunal, but not or it. 
Other important qualifications are patience, 
courtesy and a desire to be helpful to the ex- 
tent that the law permits. 

**(8) Moral courage is, of course, a prime quali« 
fication, but there are often misapprehensions as 
to when it is shown. The thing that takes courage 
is to make a decision or take a position which may 
react seriously in some way upon the one who 
makes or takes 1t. It requires no courage to incur 
disapproval, unless those who disapprove have 
the desire and power to cause such a result. Power 
is not a permanent but a shifting thing. I can 
wel! remember the time when it was a dangerous 
thing to incur the displeasure of bankers, but 
there has been no danger in this since 1932. It 
beceme a greater danger to incur the displeasure 
of farm or labor organizations. There is nothing 
more important than to curb abuse of power, 
wherever it may reside, and power is always 
subject to abuse. 

(9) Selection of the members of an adminis- 
trative tribunal from different parts of the country 
has its advantages, but they turn to disadvantages 
if the members regard themselves as special 
pleaders for their respective sections. 

**(10) Sitting in dignity and looking down on the 
supplicants from the elevation of a judicial bench 
has its dangers. A reversal of the position now 
and then is good for the soul. It has for many 
years been my good fortune to appear rather fre- 
quently before legislative or Congressional com- 
mittees. They are a better safeguard against 
inflation than the O.P.A. 

(11) In any large administrative tribunal, 
like the Interstate Commerce Commission, a 
vast amount of the real work must necessarily be 
done by the staff. It is a difficult problem to give 
the individual members of the staff proper recog- 
nition for work well done—recognition on the 
outside as well as the inside. It is very important 
that this problem be solved, but I am frank to 
say that ‘ts full solution has not yet been reached. 


»F. A. Hayek, The Road to Serfdom (University of 
Chicago Press, 1944). 











(12) One of the great dangers in public 
regulation by administrative tribunals ot business 
concerns is the resulting division of responsibility, 
as between the managements and the regulators, 
for the successful functioning of these concerns. 
For example, there was a tendency at one time, 
and it may still exist, on the part of those financially 
interested in the railroads to think of the financial 
success of those properties solely in terms of rates 
and wages and the treatment of rates and wages 
by public authorities. Sight was lost of the essen- 
tiality of constant, unremitting enterprise and 
initiative in management. The importance of sound 
public regulation cannot be minimized, but it must no! 
be magnified to the exclusion of those factors in financial 
success upon which ordinary private business must rely.” 
(Italics supplied). 


Although these observations really speak 
for themselves, I feel impelled to add a few 
comments highlighting some trends which 
seem to me especially important at this 
time. For nearly 12 years administrative 
agencies have multiplied at the federal level. 
Moreover these agencies have been very 
active in promulgating rules and regulations 
and in devising administrative procedures 
affecting individual and corporate behavior. 
For the past three war years this expansion 
of administrative activity has been ac- 
celerated. 

This expansion puts a premium upon the 
competence of the administrator and _ his 
attitude of mind. Does he have a profes- 
sional regard for his duties or does he look 
upon his office as a political sinecure? 
What are his views of the proper scope of 
administrative discretion in relation to legis- 
latures and courts? Unless administrative 
officials measure up to high standards in 
such respects as these, some contend that 
growth of administrative controls leads to 
totalitarianism! rather than to a wise and 
acceptable adjustment of individual free- 
dom to social welfare. 

In these respects it is interesting to con- 
trast briefly the views of Mr. Eastman and 
Dean Landis? and Mr. Justice Douglas.’ 
The latter two represent more recent, up- 
to-the-minute thinking upon the role of a 
progressive administrator. Mr. Eastman’s 
Interstate Commerce Commission experi- 
ence was with the “grandfather” of federal 


2James M. Landis, The Administrative Process (Yale 
University Press, 1938). 

3 William O. Douglas, Democracy and Finance (Yale 
University Press, 1940). 
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commissions, the oldest of its kind in con- 
tinuous existence. The others’ experience 
was with the Securities and Exchange Com- 
mission, one of the youngest administrative 
bodies pioneering in a new field. All three 
men represent a professional point of view 
toward public administration and all three 
showed a high level of competence in ad- 
ministrative work. 

The similarities in the views of these three 
men respecting public administration are 
striking. All three assert the necessity of 
administrative agencies to meet the tech- 
nical complexities of modern economic and 
political life. All three stress the importance 
of the independence of the administrative 
agency, favor full investigations and re- 
citals of facts in support of administrative 
decisions and conclusions, and view the 
work of such agencies as a “profession.” 
Similarly, they are united in urging ad- 
ministrators to adopt a forward-looking, 
progressive attitude toward new problems 
as they arise. 

Yet there are some differences that, al- 
though apparently small in degree, are very 
significant when considering the trends in 
the administrative process. I have not 
attempted any exhaustive comparison. But 
the few contrasts here mentioned seem to 


me to afford a basis for some useful reflections. 


(7) Relationship to legislature. Mr. East- 
man seems definitely of the opinion that the 
policy of the law is made by the legislators 
and, accordingly, statutes should be ‘“‘well, 
simply and carefully framed’ and scrupu- 
lously observed by the administrative agency. 
Crusaders should be off, not on, commissions. 
Conclusions and orders of administrative 
bodies should be fully supported by ‘“‘sub- 
stantial evidence.” Even when Mr. East- 
man voiced his preference for public owner- 
ship of railroads, he was careful to point out 
that his views were personal and “outside”’ 
the policy embodied in statutes. 

If I read Dean Landis correctly, he would 
favor, in certain fields at least, a very broad 
delegation of power to the administrative 
agency giving it considerable latitude in 
applying this power. Where two construc- 
tions of a statute are possible and plausible, 
Dean Landis would elect the one giving the 
administrative agency the greater power 
and the broadest reach in the interest of 


* Federal Power Commission v. Hope Natural Gas Co., 
320 U.'S. 591 (1944). 
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flexibility in the accomplishment of statutory 
objectives or to meet new problems as they 
arose. In some instances, this leads to ad- 
ministrative legislation, a counterpart of judi- 
cial legislation. Mr. Justice Douglas, judging 
from the tenor of his opinion in the Hope Na- 
tural Gas case,‘ would be similarly disposed. 

Much as one may deplore the cumber- 
someness of the legislative process in a 
representative democracy when the legis- 
lature acts through committees with out- 
of-date procedures, most people would pre- 
fer to suffer from these defects than to risk 
too much administrative discretion which 
shades imperceptibly into administrative 
license. One of the finest points in the art of 
administration, and one of the earmarks of a 
great administrator, is to know just how far 
to stretch the powers of the administrative 
agency before going to the courts for review 
or going back to the legislature for clarifica- 
tion or a grant of new power. Mr. Eastman 
certainly showed this characteristic in high 
degree. 

(2) Relationship to courts. All three men are 
united in condemning judicial usurpation of 
the judgment of facts. Dean Landis, however, 
would apparently go further in having the 
courts presume administrative expertness in 
judging facts and framing policies based 
thereon within a broad delegation of power 
and thus in confining the courts to review 
of the law only. Mr. Justice Douglas voiced 
similar views in the Hope Natural Gas case. 
Although Mr. Eastman did not cite cases, his 
warning that the courts were in danger of 
going too far toward administrative su- 
premacy and that they should enforce the 
“salutary principle that it is an error of law 
to render a decision not supported by sub- 
stantial evidence” leads one to suspect that 
he would not wholly agree with either Mr. 
Justice Douglas or Dean Landis. Perhaps, 
though, the disagreement would turn pri- 
marily on what constituted “substantial 
evidence.” 

(3) Politics. Mr. Eastman condemned 
political influence in no uncertain terms. 
He asserted the independence of the ad- 
ministrative agency from’ both Congress 
and the President. ‘Political domination 
will ruin such a tribunal.” 

Dean Landis, though clearly in favor of 
keeping administrative agencies independent 
of political domination, makes this observa- 
tion, apparently based on his experience. 
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‘This dependence of the administrative upon 
the other departments of government, it may be 
observed at this point, inevitably develops severai 
qualities which, today, do in fact characterize 
administration. Of these, the practice of patron- 
age is outstanding. Inasmuch as good will is 
essential in order to assure uninterrupted means 
for the effective pursuit of policies, personal 
antagonisms arising out of a disregard of patron- 
age problems cannot be ignored. On occasion it 
may even be necessary to cement alliances by a 
wise use of the power of appointment.” 


This seems directly at variance with Mr. 
Eastman’s first observation. 

That Mr. Justice Douglas would generally 
agree with Mr. Eastman’s position can be 
inferred from the following statements while 
he was still a member of the Securities and 
Exchange Commission: 


“But it is only fitting, perhaps, that in dis- 
cussing the business of government I take a 
moment to define those standards of trusteeship 
which must prevail in public office. The trustee- 
ship of the public official is something beyond the 
simple honesty of spurning such subsidiary 
emoluments as may go with the office or of avoid- 
ing exploitation of the circumstances that may 
attend the performance of official duties. In the 
administrative agency, particularly, the standard 
of trusteeship goes beyond these elementary con- 
cepts. It demands a strict devotion to the law 
both in letter and spirit. It demands a fearless 
respect for facts, regardless of pressures or con- 
sequences. It requires a mastery of technicalities. 
It demands complete independence of—yet in- 
telligent, official sympathy for— the group being 
regulated. It demands dispensation or reason- 
ableness and fairness to all alike. It entails a 
high order of law administration so that the 
stature being administered becomes a constructive 
force for progress.” ® 

That politics will “ruin” an administra- 
tive tribunal cannot be over-emphasized. 
Too often, not only in the federal service but 
in the states as well, appointments to ad- 
ministrative agencies have been the reward 
of political services rather than an accolade 
for independent capacity. : 

An incident in Mr. Eastman’s career is a 
graphic illustration of the subordination of 
politics. One of Mr. Eastman’s terms as 
Interstate Commerce Commissioner expired 
during President Hoover’s administration. 


§ Landis, op. cit., p 62. 
* Douglas, of. cz/., pp. 257-258. 
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There were rumors that Mr. Eastman would 
not be re-appointed. Thereupon many of 
the leading railroad executives joined’ in 
urging his reappointment even though he 
was outspokenly opposed to their conten- 
tions on many important issues. It is to the 
credit of these executives and the politicians 
that Mr. Eastman was re-appointed. This 
was one of the greatest tributes to Mr. East- 
man’s integrity, capacity and independence. 

(4) Competent Personnel. To me, the most 
significant comment in Mr. Eastman’s state- 
ment is the supreme importance of good 
men in effective administration. Competent 
men, not only on the administrative board 
itself, but also and especially on its technical 
staff, are indispensable to good administration. 
Too often we are lulled by that old adage, 
‘‘we live under a government of laws,” 
into forgetting that men make the laws. 
This is especially important when we recall 
how government has pervaded economic life 
and how “pressure groups,” the American 
equivalent of the political blocs of Conti- 
nental Europe, play an increasingly large 
role in shaping governmental policies. In 
view of these developments, it is not too 
much to say that our political democracy 
will be successful in proportion as we develop 
a profession of administration. 

Public administration is an exacting pro- 
fession. It requires not only the qualities of 
patience, courtesy, integrity and the others 
mentioned by Mr. Eastman but also at least 
three not mentioned by him—namely, a 
sense of humor, a “thick skin,”’ and ability to 
think oneself into another’s place. During 
the past 15 years, I have had an opportunity 
to observe some examples of both govern- 
mental and corporate administration’ and 
have become convinced that good adminis- 
tration is a great art, rarely practiced with a 
high degree of competence or imagination. 
But I have also become convinced that for 
our increasingly complex economy to func- 
tion satisfactorily and progressively, both in 
government and in business, we must de- 
velop more men with the art of good ad- 
ministration. We may well pause, therefore, 
to mourn the passing and honor the memory 
of such a great administrator as Joseph B. 
Eastman. 


1 Landis, op. cit., at pp. 10-11, points out the simi- 
larities between corporate direction and management, and 
the work of an administrative, regulatory agency. 


New York City. E. W. Morenouse. 
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Mapping Chicago’s Industrial and Commercial 
Land Use 


Purpose 


HE analysis of a city’s industrial and com- 

mercial land use pattern is an _ indis- 
pensable prerequisite to the formulation of 
plans—both long-range and for the im- 
mediate postwar period—for the guidance of 
the city’s future industrial and commercial 
development, and for the provision of-a 
sound basis for zoning, and for planning of 
housing, highways, transit, public utilities 
and all other phases of a comprehensive 
over-all master plan. Such an analysis is 
now being carried on by the research staff of 
the Chicago Plan Commission. 

As a fundamental part of the study, a 
series of maps and tabulations are in course 
of preparation showing the detailed geo- 
graphic distribution of industrial and com- 
mercial land use and employment through- 
out the city. Techniques that have been de- 
veloped are believed to be unique in several 
ways, and it is possible that other cities may 
find in them much of value in the develop- 
ment of similar studies. 


The study of land use classifies, by type of 
business operation and by kinds of products, 
each industrial and commercial establish- 


ment in the city. It shows the specific in- 
dustrial and commercial land use on every 
parcel so used, and also shows on a smaller 
scale the genera! pattern of such uses through- 
out the city as a whole. The geographic 
pattern of employment in the city is being 
mapped simultaneously. 

The techniques described in this article 
are used within the corporate limits of 
Chicago only; however, the study will 
ultimately embrace certain portions of the 
metropolitan area outside the city in some- 
what lesser detail. 

Sources of Data. The primary source of 
data was the records of the Chicago Land 
Use Survey, supplemented by various official 
maps, by Sanborn fire insurance maps, by 
aerial photographs, and by field investiga- 
tions of changes in- land use that occurred 
subsequent to the completion of the survey. 

The Chicago Land Use Survey, sponsored 
by the Chicago Plan Commission, prepared 
an inventory of all types of land use within the 


city showing the use and other character- 
istics of each of the 640,000 parcels of land 
as of 1941. As an integral part of the survey, 
an enumeration was made of each industrial 
and commercial establishment which ob- 
tained, among other facts, information re- 
garding: (a) the general type of business 
operation such as manufacturing, wholesale 
with stock, storage, commercial, etc.; (b) the 
kind of product or service; and (c) the number 
of persons working at each location. The in- 
formation was recorded on field schedules 
and arranged by city blocks, of which there 
are approximately 12,000 with industrial 
or commercial uses. Filed with the schedules 
for each block is a map identifying the loca- 
tion of each land use. 

Base Maps. Two base maps, previously 
prepared by the Land Use Survey, were em- 
ployed for mapping the industrial and com- 
mercial land use information: one map was 
on a scale of 250 feet per inch: the other 
1,000 feet per inch. 

The larger scale map was printed in 238 
sheets, each 24 inches square and covering a 
square mile or a portion thereof where the 
full square mile was interrupted by the city 
boundary. The sections were carefully pre- 
pared at a uniform scale to permit the join- 
ing of any two or more contiguous sections 
to provide a continuous map of any desired 
portion of the city. This base map, a very 
small section of which is‘ displayed here as 
Figure I, shows streets and alleys, railroads, 
street car lines, elevated railways, water- 
ways, parks, schools, cemeteries, and the 
boundaries of each parcel of land. The 
scale of 250 feet per inch was found to be the 
smallest practicable one for showing land 
use on parcels less than 25 or 30 feet wide. 

The smaller scale (1,000 feet per inch) 
map is similar to the larger one except for the 
omission of parcel lines. This map has been 
made by photographically reducing and 
joining the 238 square-mile sheets of the 
larger map. The 1,000-feet-per-inch map 
was divided into 26 sections, each measuring 
24 by 18 inches and covering 12 square 
miles. The 26 sections, like the 238 sheets of 
the larger map, are also scaled to permit 
joining of adjacent sections. 
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The regular rectangular gridiron street 
pattern of Chicago, and particularly the 
regularity of section-line streets forming 
square-mile boundaries, is very useful in 
mapping. It provides readily available equal- 
area units, bounded by major streets that 
are well known. 

Classification of Establishments. The type of 
land use to be mapped was determined by the 
nature of the activities carried on in the 
establishments at each location. The in- 


dustrial and commercial land uses are shown 
in five major classifications: 


nl 


(1) manu- 
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facturing, (2) wholesale, (3) storage, (4) 
heavy service, and (5) commercial. “‘Whole- 
sale” includes only land uses on which stocks 
of merchandise were carried. Wholesale 
establishments without such stock are classi- 
fied as commercial. “Commercial” includes 
retail stores, small personal service estab- 
lishments, office buildings, theaters, hotels 
other than apartment hotels, rooming houses, 
small hand-laundries, repair and other hand- 
craft shops, filling stations, and used-car and 
parking lots. 

The manufacturing, wholesale, and storage 
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Figure I. 


Small section of a base map, showing boundaries of land .use parcels, 
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establishments were further classified into 
20 categories, in accordance with the nature 
or type of goods produced, processed, or 
handled. It makes possible the -eventual 
preparation of separate maps showing the 
land used for specific kinds of business such 
as, for example, manufacturing of food 
products. The classifications are similar to 
those used by the U. S. Bureau of the Census 
in its 7939 Census of Manufactures. The 
“Standard Industrial Classification” of the 
Central Statistical Board (Washington, 1939) 
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proved invaluable in assigning many estab- 
lishments to their proper classification. 

The “heavy service” establishments were 
classified into six categories: (1) utilities 
such as power stations, telephone exchanges, 
and sewage disposal plants, both publicly- 
and privately-owned; (2) storage garages, 
not including small private garages; (3) rail- 
way, highway and waterway freight termi- 
nals; (4) repair shops of all kinds except 
small hand-craft shops; (5) laundries, clean- 
ing and dyeing establishments except small 
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Figure II. 
of industrial and commercial land use. 


Small sections of a land use map, showing symbols and numbers which indicate type and classification 
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hand-laundries; and (6) contractors’ estab- 
lishments where equipment is stored. 

Commercial establishments were not sub- 
classified by kind of business, except in the 
case of hotels and rooming houses, which 
were separately differentiated because of their 
residential character. 

Large-Scale Map. The large-scale land use 
map (Figure II) shows the detailed classifi- 
cation of industrial and commercial land uses 
in each parcel. Block identification numbers 
were placed on the map as a preliminary 
step in plotting the land use information. 
These numbers correspond to the block 
numbers used by the Land Use Survey by 
which the field schedules had been filed. 

Bright contrasting colors differentiate the 
five major categories: red for manufacturing, 
blue for wholesale, green for storage, yellow 
for heavy service, and purple for commercial. 
Uses are indicated by color covering the 
entire parcel, except in the case of com- 
mercial. Commercial uses are shown by a 
broad purple band along the street frontage 
of the parcel. The parcel, in such cases, is 
not entirely covered with color because (a) 
most commercial activity is primarily along 
the street frontage, and (b) many com- 
mercial uses occupy only portions of build- 
ings and parcels occupied by other kinds of 
uses also. In cases where only a very small 
part of a structure or parcel was devoted to 
commercial use, only a portion of the street 
frontage is colored in purple. 

Non-structural land uses—uses that do not 
include major structures—are shown by 
diagonal hachures of the appropriate color. 
In the case of uses that cover large areas only 
a small portion of which includes major 
structures, the portion covered by such 
structures is shown in solid color and the re- 
maining area by means of hachures. 

Vacant structures of industrial and com- 
mercial type are indicated by the letter ““V”’ 
in the appropriate color. Vacant space in 
partially occupied structures is not indicated. 

Two or more establishments of different 
major classes in the same structures (for 
example, manufacturing and wholesale) are 
shown by colors covering an area of the 
parcel approximately proportionate to the 
importance of each establishment as indi- 
cated by floor area occupied (obtained from 
the original field schedules) and the num- 
ber of workers employed. 

The sub-classifications of manufacturing, 
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wholesale, storage, and heavy service uses, 
indicating the products or nature of the 
service, are shown by numbers superimposed 
on the colored parcels. Thus the major 
classification is shown by color and the sub- 
class by number. Sub-classes of manu- 
facturing, wholesale, and storage uses are as 
follows: 


. Food and kindred products 

. Tobacco 

- Textile mill products 

. Apparel and other finished products 
made from fabrics and _ similar 
materials 

. Lumber and timber basic products 

. Furniture and finished lumber prod- 
ucts 

- Paper and allied products 

. Printing, publishing, and allied prod- 
ucts 

- Chemicals and allied products 

- Products of petroleum, coal and natural 


gas 

- Rubber products, 

- Leather and leather. products 

- Stone, clay, and glass products 

. Iron and steel and their products 

- Non-ferrous metals and their products 

- Electrical machinery - 

- Machinery, except electrical 

. Automobiles and automobile equip- 
ment 

- Transportation 
automobiles 

. Miscellaneous, and not elsewhere clas- 
sified 


The six-fold division of ““Heavy Services” 
is peculiar to this study. The sub-classes, 
indicated by numbers within the parcels, 
are as follows: 


equipment, except 


1. Utilities, both publicly- and privately- 
owned 

2. Storage garages 

3. Freight terminals: highway, railway, 
and waterway 

4. Repair shops, except small hand-craft 
shops 

5. Laundries, except hand laundries, and 
large cleaning and dyeing establish- 
ments 

4. Contractors’ storage 


Hotels and rooming houses are differ- 
entiated from other commercial uses. by a 
light purple color over, the. entire.,-parcel. 
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The letter ““H” or “R,” as the case may be, 
is also:entered in the parcel. 

Two types of railroad carrier land use are 
specifically shown: (1) freight terminals, 
and (2) repair shops, including roundhouses. 
Such uses are indicated in yellow with the 
appropriate code number. Structures de- 
voted to such uses were located with the aid 
of Sanborn fire insurance maps and aerial 
photographs. The hachured symbol for 
non-structural areas is used. Yards and 
other trackage details are shown on the base 
map. 

Small Scale Map. In order to visualize 
the industrial and commercial pattern of 
large sections of the city, and to provide 
suitable copy for publication, a map was 
prepared on the smaller scale of 1,000 feet 
per inch. Because of the smaller scale, it was 
necessary to generalize the land uses some- 
what. Uses having very small area were 
somewhat exaggerated in order to improve 
legibility. The major classes of land use 
shown on the smaller scale map are similar 
to those shown on the large scale map, except 
that wholesale and storage are combined. 
This combination was decided upon because 
of the general similarity of the two types of 
uses. ‘The color scheme on the small scale 
map, however, is different from that shown 
on the more detailed map because of the 
combination of wholesale and storage uses. 
Manufacturing is shown in red, wholesale 
and storage in blue, heavy service uses in 
green, and commercial in purple. The 
twenty sub-classes of manufacturing, whole- 
sale, and storage, and the six sub-classes of 
heavy service uses are not shown because of 
the small scale of the map. Commercial 
land uses are indicated by purple color 
covering the entire area of the parcel, rather 
than the street frontage as on the larger- 
scale map. ‘This is necessary in order to 
make commercial uses more clearly visible 
on the smaller scale and to insure legible 
reproduction. Non-structural land uses are 
not differentiated from structural uses of the 
same type because of the difficulty of showing 
a legible symbol at the small scale. 


Wall Map. After all tracings have been 
completed and checked, the twenty-six 
sections of the original colored map will be 
matched and mounted on cloth as a wall 
map suitable for use at large public meetings. 
This map will show at a glance the city-wid 
industrial and commercial pattern. 
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Preparation of Copy for Printing. The twenty- 
six-page colored industrial and commercial 
land use map is to be printed as a part of a 
comprehensive planning study and report to 
be issued later, In order to permit repro- 
duction on a page, twelve by nine inches, it 
will be necessary to reduce the map to a 
scale of two thousayd feet per inch, half the 
scale of the original€®opy. This is to be done 
photographically. 

In the preparation of copy for reproduc- 
tion, a separate sheet of tracing cloth for 
each of the four colors is placed over each 
of the twenty-six sections of the map. On 
one set of tracings, for example, all land used 
for manufacturing, which is to be printed in 
red, is carefully traced in black. A separate 
set of tracings is prepared for each color. 
The base map without colored entries and 
the corresponding tracings for each color are 
all photographed by the printer in the same 
focus of the camera to insure uniform scale 
and good register of color. 

Separate Maps of Major Types of Land Use. 
A city-wide map is to be made for each of the 
four major types of industrial and commercial 
land use. For example, one of the products 
of the mapping program will be a city-wide 
map showing the location of all manufactur- 
ing land uses. Such a map will be prepared 
by the use of the base map together with one 
of the four black-and-white tracings, repre- 
senting but one color, red, of the four color 
map. 


Applications 


The entire mapping program of industrial 
and commercial land use was planned so 
that a series of products will evolve from the 
various stages of a single, integrated, creative 
effort. 

For detailed study of separate parts of 
the city, the square-mile set of maps on the 
250 feet-per-inch scale will be used pri- 
marily. The smaller scale maps are. of par- 
ticular utility for visualizing larger areas. 
The latter are intended for publication and 
general distribution. 

Because the basis of Chicago’s economy 
and the city’s raison d’etre is its industry and — 
commerce, a knowledge of the locations and 
patterns of the city’s industrial and com- 
mercial land uses, such as these maps show, 
is an important element essential to practical 
planning. The residential pattern of the city 
has been the subject of detailed study, and a 
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Residential Master Plan, recently published,! 
will provide guidance toward a more rational, 
efficient and economical pattern of future 
development and redevelopment of the 
residential areas. The maps of industrial and 
commercial land use will furnish much of 
the basic information to be used in working 
out similarly comprehensive plans for the 
city’s future industrial "ind commercial de- 
velopment. 

Re-zoning is expected to be an important 
result of the industrial and commercial 
study. Comparison of the maps showing 
present industrial and commercial land -uses 
with the use-district maps of the Chicago 
Zoning Ordinance suggests immediately the 
need for re-zoning. The maps of existing 
land use reveal at a glance the scattering of 
small commercial uses throughout resi- 
dential neighborhoods and demonstrate the 
need for a vigorous effort to bring about the 
gradual amortization of non-conforming uses 
as well as those that have resulted from ran- 
dom spot-zoning. Such invasion of other- 
wise good residential neighborhoods is clearly 
shown by the maps. By contrast, the major 
streets, particularly those on the section-lines 
that bound the square miles, are seen to be 
lined with long, attenuated ribbons of com- 
mercial development, solid in densely built- 
up areas, and somewhat dispersed in the less 
densely developed parts of the city. It is 
evident that zoning has in the past permitted 
and encouraged such ribbon development. 
The maps of existing industrial and com- 
mercial land use, together with additional 
and more detailed studies to be undertaken 
as a preliminary to the /ndustrial and Com- 
mercial Master Plan of Chicago, will indicate 
the extent and location of excessive over- 
zoning for commerce and industry. Re- 
zoning may result in a more orderly com- 
mercial pattern, attuned more nearly to the 
economic requirements of the city’s popula- 
tion.? The elimination of much over-zoning 
for commercial use will tend to discourage 
the small submarginal, uneconomic store 
which has been an important cause of neigh- 


1 Master Plan of Residential Land Use of Chicago, Chicago 
Plan Commission, 1943. 

2 For a somewhat more detailed analysis of zoning in 
relation to the commercie! pattern see: Harold M. Mayer, 
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borhood deterioration as well as a financial 
burden. And finally, integration of the in- 
dustrial and commercial with the residential 
land uses, encouraged by a rational zoning 
ordinance designed to assist in the effectuation 
of the Master Plan, will do much to en- 
courage more orderly balance between com- 
mercial centers and the residential areas they 
serve. 

The maps will be invaluable, furthermore, 
to all who are interested in industrial develop- 
ment, for they reveal the patterns and loca- 
tions of the city’s industrial concentrations, 
indicate the general nature of the industries 
in each area, and suggest sites that may be 
investigated with regard to their suitability 
for development in the future industrial 
expansion of Chicago. 

The relationships between the locations 
of the city’s centers of employment and the 
homes of the city’s workers are being studied 
with the aid of these maps together with those 
prepared in connection with the residential 
study. The recommendations now being 
developed by the Chicago Plan Commission 
should encourage the location of employ- 
ment opportunities near the homes of the 
workers and vice versa, thereby reducing the 
wasteful and non-productive time spent by 
the average Chicagoan in commuting be- 
tween home and work. Local mass trans- 
portation routes, as well as vehicular thor- 
oughfares, can be planned more easily and 
more logically with a knowledge of the basic 
land use pattern such as may be gained from 
these maps and supplementary detailed 
studies. 

In the industrial and commercial land use 
map, the Chicago Plan Commission has 
made available an important tool of great 
value to those interested in the present city 
and in the greater Chicago of the future. 


“Some Patterns and Recent Trends in Chicago’s Outlying 
Business Centers,” Journal of Land & Public Utility Economics, 
Februarv 1942, pp. 4-16. 


Kuincstey S. HALL 
Harotp M. MAYER 
RoserT L. WRIGLEY, Jr. 

Staff members of the 

Research Division, 

Chicago Plan Commission 
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Farms and Homes for Veterans 


JF THE soldier from the invasion army in 
France had the time to blueprint his 
postwar world, what would he include? 
Would he make plans and specifications for 
a home or a farm? Would he envisage a 
program for finishing an interrupted educa- 
tion? Would he want to change his job and 
look to the government for aid in finding a 
new one? Would he plan to use a possible 
federal bonus to satisfy some unfulfilled 
desire? On the assumption that today’s 
soldier would welcome any or all of these in 
his blueprint, the leaders of the United 
Nations have evolved master plans and in 
some cases have begun construction. 

One major part of these master plans, 
‘‘Farms and Homes for Veterans,”’ has found 
active recognition in Great Britain, Australia, 
Canada, New Zealand and the United 
States. Where needed, enabling legislation 
is coming through the parliamentary and 
congressional mills of these nations. New 
Zealand, Canada, and Australia, all of which 
still have frontiers, hope to accomplish two 


objectives: settle the veteran on a farm and 


increase the area under utilization. Where 
“free” land is scarce or non-available, as in 
Great Britain and the United States, the 
emphasis is on housing, rural or urban. In 
England, sites are already being assembled 
and pre-fabricated standard housing models 
have been approved. In a recent report to 
the nation, Winston Churchill visualized 
several hundred thousand young men and 
woman marrying and living in these tem- 
porary houses. ! 


Mistakes to be Avoided 


The World War II blueprint for farms 
and homes for veterans cannot be conceived 
in a vacuum; instead, cognizance must be 
taken of the experience in earlier postwar 
eras. Four major mistakes were made in the 
administration of earlier veteran land grant 
policies. Land was acquired by ex-soldiers 
during inflated price periods; applicants 
without farm experience were granted hold- 
ings merely on the basis of a desire for an 
idyllic “‘little white house with green acres”’; 

1 Hon. Winston Churchill, Text of Broadcast Speech of 
March 26, 1944. 


inadequate supervision to effect efficient 
farm management resulted in the inex- 
perienced farmer being left to shift for him- 
self; ownership equities were too small to 
survive downward price spirals and in 
general initial interest rates were too high. 
Over a period of time, the cumulative effect 
of these administrative blunders was felt in 
each one of the countries having veteran 
land policies. In Canada and Australia, for 
example, about one-half of the land holdings 
acquired by ex-soldiers of World War I 
were liquidated during the twenties and 
thirties. The United States experience in 
earlier wars was equally disastrous; farm 
grants were used for purposes of land specula- 
tion in escalating price markets. 


Farm-Grange Programs 


To avoid the mistakes of previous experi- 
ments in farms for heroes, New Zealand, 
Canada and Australia all have provisions 
for a careful selection of suitable applicants. 
In New Zealand representative local com- 
mittees classify all candidates on the basis 
of previous farm experience and aptitudes. 
Those who have the essential training and 
experience to manage their own farms suc- 
cessfully are termed ‘“‘Grade A” and con- 
sidered ready for farm ownership. Appli- 
cants without these qualifications are graded 
lower and are urged to undergo a period of 
training either at an agricultural college or 
on a farm. If the veteran attends a college, 
he receives a training subsidy; if, instead, he 
works on a farm he receives an amount from 
the government equivalent to the difference 
between current wages and his worth to the 
farmer.? To discourage veterans from as- 
suming the obligations of farm ownership 
prematurely, the period in which applica- 
tion may be made extends for ten years 
after discharge from the armed forces. Back 
to the farm for the veteran has brought into 
existence a combination of loans and govern- 
mental subsidies, either direct or hidden, in 
Australia, New Zealand and Canada; the 
governmental grant of the last one mentioned 
is the most generous. For example, veteran 


2 New Zealand Embassy, “Report of Lands Committee 
on Soldier Lands Settlement,” (mimeo.), Spring, 1944. 
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Howard Smith of Ontario has had his 
application accepted for a $6,000 farm in 
which the Canadian government has in- 
vested $4,800 for the iand and buildings and 
an additional $1,200 for the livestock. The 
applicant is required to make an initial 
payment of $480 or ten per cent of the value 
of the real property and over a period of 
twenty-five years he must amortize two- 
thirds of the original cost of the land and 
buildings ($3,200 in this case). Interest rate 
is at the low figure of 314 per cent. The 
balance, $2,320 in this instance, is the 
Canadian contribution to this type of 
veteran rehabilitation, an amount equivalent 
to 24 per cent of the cost of the land and 
permanent improvements plus the value of 
the chattels. The subsidy is dependent upon 
two conditions: the veteran must meet the 
terms of his contract for the first ten years 
and he must accept the guidance of agri- 
cultural experts for a similar period. Until 
Howard Smith harvests his first crop, he is 
entitled to receive a subsistence grant; this 
prevents him trom going into debt in the 
critical initial period of his farm enterprise. 

In contrast to Canada, the primary em- 
phasis in New Zealand and the United States 
is on loans rather than on subsidies. Loans 
are liberal in New Zealand, extending to 
3,500 pounds sterling on land and an addi- 
tional 1,500 pounds sterling for livestock and 
farm chattels. During the first few years, in- 
terest rates are exceedingly low, 2 per cent, 
and are increased in later years to a maximum 
of 41% per cent. In New Zealand there is also a 
recommendation that recipients of pensions 
for permanent disability be eligible for part- 
time farms, i.e., on plots of good land ad- 
jacent to cities. The combination of the 
monthly pension and income from the farm 
would be expected to provide an adequate 
livelihood. 


The United States “‘G. I. Bill of Rights” 
has been heralded for its generosity to the 
veteran. Nevertheless, in its provisions for 
loans for the purchase of homes, farms and 
businesses, it is pursuing a more timid policy 
than that of New Zealand, Australia and 
Canada. The traditional American atmos- 
phere of hostility to government enterprise 
has had a resurgence in the proviso that the 
government will act in the role of only partial 
guarantor for loans privately financed. The 
extent of the guarantee cannot exceed 50 
per cent of the loan or a maximum of $2,000; 
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interest rates charged by the banking insti- 
tutions are limited to 4 per cent. To help 
the ex-soldier to make the adjustment, the 
government pays the interest for the first 
year on that part of the loan which it guaran- 
tees. Veterans who can convince the secre- 
tary of agriculture of their competence in 
farm management may secure the benefits 
of low interest rates and more liberal loans, 
provided under the Bankhead-Jones Farm 
Tenant Act, even though they have not the 
status of farm tenants. 


Homes: Temporary and Permanent 


Great Britain plans to meet the challenge 
of 1,000,000 homes (from a total of 11,000,- 
000) destroyed or damaged by enemy fire. 
This destruction necessitates three frontal 
attacks; the first, on houses which although 
damaged can be reconditioned; the second, 
in the form of one-half million new units of 
temporary pre-fabricated housing; and the 
third, the long-term program, of permanent 
re-building. 

Sites for the pre-fabricated houses are 
being assembled by local governmental 
authorities and demonstration houses have 
already been shown to the public. Each 
unit includes a bath, gas or electricity in 
kitchenettes and refrigeration. Perhaps the 
most publicized features are ‘‘fitted furniture 

. chests of drawers, hanging cupboards 
and tables.”’ It is estimated that the market 
value of this furniture is about 80 pounds 
sterling. Ownership of these houses is to re- 
main with the government so that, when a 
reasonable amount of permanent housing 
exists, they can be demolished. In the selec- 
tion of tenants, veterans will be given prefer- 
ence; the expectation is that rentals for these 
accommodations will be moderate. 

Australia and New Zealand, which have 
not been subjected to the “‘blitz,” are able 
to think immediately in terms of permanent 
rather than temporary housing. The Aus- 
tralian ex-serviceman or his widow can 
acquire a house with an initial payment as 
little as 5 per cent of the value of land and 
buildings. He may borrow up to 950 pounds 
sterling and may repay the government in a 
period extending from 45 to 50 years. In 
order to push the program forward, the 
Australian Minister of Repatriation reports 
that at present sites. for. homes..are being 
assembled by his organization. “:** +: «> ..!-. 
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New. Zealand is even more liberal than 
Australia in its loans to enable the veteran 
to purchase a home. The New Zealander 
may take the initial steps without any capital 
of his own, may obtain a loan up to 1,500 
pounds sterling and may receive an additional 
100 pounds sterling furniture loan. In 
general, interest rates are low, a 2 per cent 
rate prevailing for the early years, and a maxi- 
mum not exceeding 414 per cent; furniture 
loans are interest free. If the ex-soldier is 
totally disabled, about one-third of the 
furniture loan is given as a grant. 

Little distinction has been made in the 
United States between financing a farm 
and a home in an urban community; in 
general, a possible governmental guarantee 
up to $2,000 is available on loans which are 
privately financed. 


Will These Programs Succeed? 


Are current programs for homes and 
farms for veterans avoiding the mistakes of 
World War I? Will ex-soldiers be able to 
obtain land at normal rather than inflated 
levels? The trend to assemble land now and, 
if need be, to use the power of condemnation 
for the purposes of acquisition of sites is a 
decided attempt to cope with this problem. 
Are ex-soldiers without farm experience go- 
ing to find themselves stranded in farm 
communities? Not if the training programs 
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developed by such countries. as New Zealand 
prove effective. 

Do sufficient incentives exist to motivate 
the veteran to hold his farm or home through 
the various aspects of the economic pano- 
rama? Initial cash equities as low as 5 per 
cent suggest that the ties to the soil may 
readily be severed. To counteract this, the 
Canadian subsidy of one-third of the pur- 
chase price of land and buildings is granted 
only at the end of ten years. May a desire 
to be generous to the veteran result in un- 
sound economic investments? Repayments 
over a 45- or 50-year period, as in Australia, 
may extend both beyond the life of the im- 
provements on the land and the borrower 
himself. 


When the various members of the invasion 
army return to Great Britain, to Australia, 
to New Zealand, to Canada and to the United 
States, in each one of these countries they 
will find a blueprint for homes and farms. 
A vita! part of the reorientation of the veteran 
to civilian life depends upon the answer to 
the question: Will these programs succeed? 


The authors wish to express apprectation to the British Information 
Services, the Australian News and Information Bureau, the New 
ealand Legation, and the Canadian War-Time Information 
Board for their cooperation in making materials available. 

Rosa.inp ToucH 
Assistant Professor of Soctology, Hunter College 

Rutu G. WEINTRAUB 
Assistant Professor of Political Science, Hunter Coltege 


Notes on the Recent Decline in Home Ownership 


HE decade between 1930 and 1940 

brought a reversal in the long-time in- 
crease in the proportion of home ownership 
in the urban areas of this country. From 
1900 to 1920 the proportion increased from 
36.5% to 40.9%, and by 1930 had been 
raised to 46.0%. But by the end of the next 
ten. years, owner-occupied dwellings had 
decreased to 41.1% of the total. By decades, 
these changes were as follows: 


Percentage of Owner-Occupancy 
in Occupied Non-Farm Dwellings 


36,9% 
36.5 
38.4 
40.9 
46.0 
41.1 ° 


Source::..1940 Census of Housing, Vol. 11, Table:HI,'p. 3. 


While it is true that the number of owner- 
occupied homes actually increased by 854,832 
between 1930 and 1940, the reduction in the 
proportion of the total has been disturbing 
in some quarters. There are many persons 
and groups who feel that home ownership 
contributes to the development of important 
social values, responsible citizenship and 
political stability. There are other groups 
concerned with home financing, home build- 
ing, and real estate marketing who have a 
somewhat more material interest in the ex- 
pansion of home ownership.. Home owner- 
ship is characteristically an American insti- 
tution, and the frequency of ownership is 
greater than in any other nation. 

A brief comparison of economic conditions 
in:the Twenties ‘(a decade in which the. pro- 
portion of ownership increased: more. rapidly 
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than in any other like period) and the Thirties 
(when the proportion declined) will reveal 
the underlying causes of the reversal in the 
trend. In the Twenties there existed a com- 
bination of circumstances which favored 
home purchase. It was a period of rising in- 
comes and favorable economic outlook; 
family savings accumulated rapidly; credit 
was easy and rents and values were rising 
until late in the decade; a housing shortage 
existed in the early years and urban areas 
experienced strong population pressures from 
in-migration, new family formations, and a 
natural increase exceeding all past periods. 
The building boom which reached an apex 
in the middle of the decade provided a liberal 
supply of new single-family dwellings. 

In contrast to the Roaring Twenties, the 
decade of the Thirties opened with a deep, 
world-wide depression; unemployment was 
rife and incomes fell sharply. The economic 
outlook was dark and not until after the 
middle of the period did the economy show 
encouraging signs of recovery; family sav- 
ings were wiped out; credit was frozen and 
the mortality of home ownership through 
foreclosure was high; out-migration and 
doubling-up created high vacancies in ur- 
ban areas; building activity virtually ceased 
in the early years and it was not until the 
last years of the decade that the construction 
of single-family homes was resumed, and 
then at a rate far below the previous decade. 


These contrasting pictures of the economic 
circumstances which condition the growth of 
home ownership explain the reversal of the 
trend in the proportion of owner-occupied 
dwellings. But it is illuminating to consider 
the forces which encourage tenancy and 
which are always present though the impact 
varies within different economic environ- 
ments. On the demand side we find that 
families which enter into home ownership 
are characteristically families with children 
and that they are families who are estab- 
lished in the community with prospects of 
continuing employment. But those families 
which constitute additions to the total hous- 
ing demand are not of this type. The in- 
migrants into the community do not become 
secure immediately and some time usually 
passes before they are ripe for home owner- 
ship. Newly-formed families of young people 
are often impecunious, uncertain of their 
future, and do not immediately feel the need 
for a home as a proper place in which to 
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raise a family. Thus both new arrivals in 
the area and young couples incline to seek 
rental quarters. 

We are inclined to associate foreclosures 
with periods of depression. However, even 
in good times there are large numbers of 
owner families who find home ownership 
financially burdensome and who become 
tenants either through foreclosure or by the 
sale of their properties when the financial 
responsibilities can no longer be met. The 
causes are varied and not necessarily typical 
of the bottom of the real estate cycle. The 
provider may suffer a reduction or loss in 
income through a shift in occupation, unem- 
ployment, disability, ill health, or advancing 
age. The family may lose extra income which 
has been derived from a secondary worker or 
from taking in roomers. Furthermore, many 
families over-buy and eventually discover 
that they cannot meet the costs which, in an 
excess of optimism, had been too greatly 
discounted. 

Many people overlook one of the most 
lethal destroyers of home ownership—family 
dissolution. In non-farm areas between 1930 
and 1940 there were approximately 10,000,- 
000 marriages but the number of married 
males in 1940 was only 3,400,000 more than 
in 1930.: Thus, some 6,600,000 families 
were dissolved during that period by divorce 
or by the death of husband or wife. It may 
be assumed that at least half of the families 
which suffer dissolution each year, or 330,000, 
are owner-occupants. ‘This assumption is 
based on the fact that the proportion of home 
ownership is greater among older families. 
Thus, with the percentage of owner-occu- 
pancy among all families standing at 41 
per cent, it is reasonable to suppose that at 
least one-half of those families which have 
reached the end of the cycle are owner- 
families. As our population increases and as 
it ages, with a larger proportion of older per- 
sons, the number of family dissolutions will 
increase above the present level. Divorce or 
the death of husband or wife does not bring 
about an immediate abandonment of the 
home in most cases. But it is inevitable that 
the original occupants ultimately will be 
gone, for the span of life is definitely limited. 

It is true that the change in occupancy 
which sooner or later follows all family dis- 


1 Total marriages in the United States as reported in 
Bureau of the Census release Series PM-1, No. 1, July 4, 
1944. Adjusted to reflect non-farm population only. 
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solution will not necessarily mean a shift of 
the unit from owner-occupancy to tenancy. 
However, the probabilities are in favor of 
such a shift for, the older a house becomes, the 
less attractive it is to prospective home pur- 
chasers. Since old houses are not demolished 
nearly so fast as new houses are produced, an 
increasing proportion of the total housing 
stock is composed of older structures as time 
passes. Thus the aging of families and the 
aging of properties combine to influence the 
shift to tenant occupancy. The most fre- 
quent purchasers of new single-family houses 
are young families with one or more children 
where the parents are from 25 to 35 years of 
age. As the years go by the children grow up 
and leave home. The aging parents find the 
home too large for their needs, or reduced 
income may make it burdensome to maintain. 
If they do not sell or rent their home they 
may remain until death separates the old 
couple, and the homestead finally changes 
ownership through sale or inheritance. 


Concomitant with the progress of the 
family through the normal cycle from creation 
to dissolution is the change in the neighbor- 
hood from one of new houses occupied by 
young families to old houses occupied by a 
few survivors of the original inhabitants in- 


términgled with successor families of mixed 
character, rooming houses, and even non- 


residential uses. The upkeep of the houses 
is likely to have been neglected and the 
structures become obsolete in architecture, 
lay-out and equipment. ‘Thus neither the 
structures nor the neighborhood is any 
longer attractive to the younger families 
who constitute the bulk of prospective home 
owners. As the properties become older and 
less tenaciously held in the face of economic 
adversities, there is a rise in the incidence of 
foreclosure and loss of ownership through tax 
delinquency. 

Turning now to the supply side of the pic- 
ture, we find that rental accommodations 
are provided not only by units which have 
shifted out of the owner-occupant status but 
also by the addition of rentable units to the 
housing stock. These additions are provided 
both by new construction and the conversion 
or subdivision of existing structures. There is 
no measure available of the number or pro- 
portion of single-family houses which are 
built for rent. It is generally assumed that 
the majority of such houses are built by their 
owners for their own use, or are built for 
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sale by operative builders. Of course, a 
number of single-family houses, particularly 
in southern communities or in single-indus- 
try towns, are constructed with the intention 
of rental. Furthermore, operative builders 
are often forced to rent houses when buyers 
cannot be found. The Census reports show 
that in 1940 there were 3,360,000 single-fam- 
ily structures reported as having been built 
between 1929 and 1940. Of this number 
970,000, or about 29 per cent, were tenant- 
occupied in 1940.2 There is no evidence to 
indicate how many houses were intended 
for rent or were never owner-occupied and 
how many of them suffered a change in oc- 
cupancy status. 

The number of additional dwelling units 
produced through the conversion of existing 
structures is an elusive item because building 
permit records are not complete nor de- 
pendable. An estimate has been made that, 
from 1929 to 1940, about 725,000 units were 
added by conversion. Since this number in- 
cludes only the additional units and thus is 
substantially less than the total number of 
dwelling units contained in converted struc- 
tures, it seems safe to assume that at least 
725,000 rental units were supplied by con- 
version and that the number of owner-occu- 
pied: units in converted structures is no 
greater than the difference between the total | 
units contained in the converted structures 
and the units added by conversion. In addi- 
tion to new units created by physical change, 
it is estimated that some 345,000 rental 
accommodations were provided and occu- 
pied by the renting of light housekeeping 
rooms to tenant families.* 

Some further light on the relative impor- 
tance of the complex of demand and supply 
factors which increase the number of tenant 
families can be developed by attempting a 
crude accounting for the increase of about 
four million such families during the decade 
ending in 1940. The following tabulation 
sets forth a composite of fact and estimate 
covering urban and rural non-farm areas 
for the decade ending in 1940: 

INCREASE IN OccUPIED TENANT ACCOMMODATIONS 
1940 tenant households 16 ,334 ,937 
Adjustment for census reclassifica- 


tion. 43,000 16,291 ,937 


1930 tenant households 12 ,367 ,100 

2 1940 Census of Housing, Vol. III, part I. Table A-4. 

3 Housing and the Increase in Population, Serial No. R 1421, 
U. S: Department of Labor, Bureau of Labor Statistics, 
U. S. Government Printing Office, 1942, Table 2, p. 12. 
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Less tenant dwellings demolished 
between 1930 and 1940 thus re- 
quiring substitute tenant ac- 
commodations 


277 ,900 12,089,200 





Total additional tenant accommo- 
dations to be accounted for... . 4,202 ,737 


Increase Accounted for by: 
Units in new multi-family struc- 
546 ,000 
New single-family units built for or 
shifted to tenant occupancy... 
Tenant units added through con- 
version 
Additional tenant units provided 
in unremodeled housekeeping 
quarters 
Units which were vacant in 1930 
but occupied by tenant house- 
holds in 1940 
Balance to be accounted for by a 
shift from owner to tenant occu- 
pancy as a result of voluntary 
abandonment, foreclosure, and 
family dissolution 


* 967 ,400 


725 ,000 
345 ,000 


722 ,300 


4,202,737 


Each of the items in the tabulation calls 
for some explanation. From the 16,334,937 
tenant families in 1940 we must deduct 43,000 
which are included in the total because cer- 
tain areas which were classified as rural in 
the 1930 Census were reclassified as rural 
non-farm in 1940. It is estimated that of the 
total of 397,000 units demolished during the 
decade, some 70 per cent, or 277,900, had 
been occupied by tenant families.‘ Thus 
these families were deprived of their accom- 
modations and, it is assumed, sought alterna- 
tive rental units. The number of such families 
which purchased homes is thought to be 
negligible since the majority were probably 
in the lower income groups. 

Units in new multi-family structures are 
with few exceptions offered for rent and it is 
estimated that 546,000 such accommodations 
were provided by construction during the 
decade. 

The 1940 Housing Census reports that 
967,400 single-family structures which were 
constructed between the two Census dates 
were reported to be tenant-occupied in 
1940. There is no basis for estimating the 
proportion of this number which were in- 
tended for tenancy and the proportion which 
were built for sale and either were never sold 


4 Ibid. 

5U. S. Dept. of Labor, Bureau of Labor Statistics, un- 
published ¢stimates of data comparable to that appearing 
in the annual bulletin, Building Construction, 1941, Table 10, 
p. 19. 
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or shifted from home ownership sometime 
after their original occupancy. The (esti- 
mated) number of additional units provided 
by conversion of existing structures, 725,000, 
and the 345,000 additional light housekeep- 
ing accommodations provided without struc- 
tural alteration are properly assumed to be 
tenant-occupied. 

It is estimated that there were 963,000 
fewer vacant units in 1940 than in 1930.7 
There is no dependable basis for determining 
what proportion of the units vacant in 1930 
became owner-occupied and what propor- 
tion were rented. However, it is probable 
that a substantial share of the vacant units 
were among the least desirable portion of the 
total housing stock and that not more than 
25 per cent, or 240,700, were sold into home 
ownership. Thus the balance, or 722,300, 
became tenant-occupied. 

The residual item of 897,037 units is the 
most interesting and challenging of all. It 
has been assumed by many students of hous- 
ing that the decline in the proportion of home 
ownership during the Thirties was largely 
accounted for by the large number of fore- 
closures which took place during the first 
half of the decade. The estimates presented 
in the table appear to deny the predominance 
of this factor. Available information on fore- 
closures is not helpful for there is no way of 
discovering either what porportion of total 
foreclosures were on residential structures, 
or the number of foreclosures on residential 
structures which affected owner-occupancy. 
Furthermore, the 897,037 figure contains a 
large number of units more or less perman- 
ently abandoned to home ownership by 
reason of family dissolution and the aging of 
structures and neighborhoods. It seems 
likely, therefore, that a large share of the 
homes foreclosed have been resold for owner- 
occupancy. Another pertinent fact is that 
the rate of foreclosure began to increase in 
the middle Twenties and was mounting 
rapidly at the end of that decade. Thus 
many homes had already been lost and ap- 
peared as vacant or tenant-occupied in the 
1930 Census. 

The relative importance of the aging of 
housing and families in the shift from home 
ownership may be crudely approximated by 


6 1940 Housing Census, Vol. III, part 1, Table A-4. 

7 Estimate of 1930 vacancies from Housing and the In- 
crease in Population, BLS, R 1421, Table 2; 1940 vacancy 
from 1940 Census of Housing, Vol. III, part I, Table A-5. 
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a somewhat questionable calculation. We 
earlier estimated that some 330,000 homes 
are subject each year to a change in owner- 
ship at or near the end of the family cycle by 
reason of family dissolution. The number of 
such homes which remained owner-occupied 
after the change in ownership is probably 
substantially less than one-half of the total; 
for, in general, the houses involved are old, 
obsolete and in the less desirable neighbor- 
hoods. Thus, the addition to the rented 
group from this source might be in the neigh- 
borhood of 200,000. 

Another approach gives us a figure which 
represents the composite effect of all factors 
destructive of home ownership which are 
functions of the passage of time. The 1940 
Housing Census reveals that in non-farm 

, areas the proportion of tenancy tends to in- 
crease among single-family houses with the 
age of structures up to 40 years of age and 
then declines somewhat. 


Per Cent Rented 
25.0% 
34.5 
34.7 
38.5 
40.6 
43.7 
42.2 
42.0 


Age of Structure 
© 0- 5 years 
6-10 
11-15 
16-20 
21-30 
31-40 
41-50 
51-60 
61-80 41.3 
81 or more 39.2 


Source: 1940 Housing Census, Vol. 111, part I, Table A-4. 


If it were assumed that, as the structures 
in each age group move into the next higher 
group, the proportion of rented units shifts 
to the proportion for the higher age group, 
it is possible to calculate the total numbers 
of units which in ten years’ time would shift 
from owner-occupancy to tenancy. Again, if 
the proportions of tenancy ina given age group 
are assumed to have been the same in 1930 
as in 1940, we can calculate the number of 
units of the 1930 stock which were rented in 
1940 but had been owner-occupied in 1930. 
This number works out to be about 400,000 
or almost 4 per cent of the owner-occupied 
units in 1930. It is probable that this esti- 
mate overstates the change in tenure which 
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would normally have occurred with the pas- 
sage of time during the decade and that a 
figure of 300,000 is more realistic. The esti- 
mate is based on differentials which existed 
in 1940—at the end of a decade during which 
the housing stock was subjected to strong 
forces destructive of home ownership. It 
is probable that older houses are more vul- 
nerable to these forces than newer homes. 
Thus the differentials in home ownership 
among the age groups may be somewhat 
exaggerated as of 1940. 

On the basis of available evidence the in- 
terpretation of the residual of 897,037 tenant 
units not otherwise accounted for thus ap- 
pears to be that some 200,000 to 300,000 
units shifted tenure in response to the forces 
of family dissolution and decline in desir- 
ability and that from 600,000 to 700,000 
units were still iost to home ownership as of 
1940 because of the exceptionally high rate 
of foreclosure and the unfavorable economic 
conditions which existed during the first 
half of the Thirties. 

The latent market forces which will be 
released at the end of the war are sure to 
make for a great increase in home ownership. 
There is a vast backlog of demand for homes 
on the part of families which are both ripe 
for home ownership and financially capable 
of home purchase and support. 

Estimates of the annual postwar volume 
of residential construction run to one million 
or more units per year for a ten-year period. 
Particularly in the early years, the majority of 
new construction will take the form of houses 
built for sale. Furthermore, as already 
evidenced throughout the country, there is 
a strong demand for the purchase of existing 
housing by families who are forced into home 
purchase through lack of alternatives. If 
the European phase of the war should end 
in early 1945, home ownership promises to 
recover much of its lost ground by the time 
of the 1950 Census. 


RicHARD U. RATCLIFF 


Associate Professor of Land Economics, 
University of Wisconsin. 
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Editorial Note on Public Utility Financing Reports 


O huierette gates the twenty years of its continuous operation this Fournal has 
published articles on the volume of public utility financing. They are presented 
as quarterly analyses with a yearly summary for the preceding period appearing in 
the first issue of each volume. Because of the present wartime conditions it has be- 
come increasingly difficult for the present authors to secure and compile this in- 
formation. However, their work has been appreciated as evidenced by the reader 
response and by the requests for reprints; and the Journal will continue to run the 
articles. During the early years the names of Peter Leininger and E. D. Ostrander 
appeared frequently as authors of these reports. More recently R. G. Dudley, 
W. H. Evans and O. P. Deuel have carried the responsibility. (Within the past 
year R. G. Dudley has been called into the armed forces.) 


Public Utility Financing in the Third Quarter of 1944 


OTAL public utility offerings amounted 

to $238 millions in the third quarter of 
1944, as compared with $114 millions in the 
third quarter of 1943 and $100 millions in 
the second quarter of 1944. The cumulative 
total of public utility financing for the first 
three quarters of 1944 is $566 millions and 
exceeds the volume for the comparable 
periods of 1942 and 1943. The number and 
amount of public utility security offerings 
have steadily increased in. each quarter, 


beginning with the second quarter of 1943,,. 


but they have not as yet reached the pre- 
war level. The bulk of the new issues con- 
tinue to be for refunding purposes. 

Public utility long-term debt issues sold 
publicly in the third quarter are shown in 
Table I. . There were ten issues offered, 
totaling $157 millions. The weighted aver- 
age offering yield was 3.07% and the cost 
to company 3.21%; while underwriters’ 
commissions averaged 1.40% and incidental 
expenses .82%. Underwriters’ commissions 
and incidental expenses were about equal 
to the average for 1943. 

There were five issues offeréd to yield 
less than 3%, the lowest yield was obtained 
by the Connecticut Light and Power Com- 
pany’s $10,000,000 first and refunding mort- 
gage 3’s of 1974, offered to yield 2.72%. 

Public utility long-term debt issues sold 
privately in the third quarter of 1944 are 
listed in Table II. There were seven issues 
offered and the weighted average offering 
yield was 2.94%, slightly lower than the 


weighted average of issues offered publicly’ 
Most of the issues offered were small and the 
total of $16.6 millions was only one-ninth 
as large as the public offerings of long-term 
debt in the third quarter of 1944. It appears 
that the small issues can still be marketed 
more favorably through private channels. 
The trend toward publicly-sold issues began 
in 1941 and has continued through 1942, 
1943 and 1944. 

Preferred stock issues floated in the third 
quarter are shown in Table III. There were 
nine issues offered, totaling $63.6 millions 
in principal amount. This quarter’s total 
is the second largest recorded since this 


series began in 1936. The largest total was 


offered in the first quarter of 1937 when 
$85 millions was reported. If the present 
trend continues in the fourth quarter, pre- 
ferred stock financing in 1944 will approach 
or exceed the prewar level. The weighted 
average offering yield in the third quarter 
was 4.26%. One issue was offered to yield 
less than 4%. This was the Idaho Power 
Company’s 4% preferred stock, totaling 
$6,058,700 in principal amount sold at $102 
per share to yield 3.92%. 

There were no serial issues offered in the 
third quarter of 1944. Serial issues have 
fallen off appreciably in volume during 1944 


W. H. Evans 
O. P. DEVEL 


Assistant Rate Analysts, 
Wisconsin Public Service Commission 
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Tasre II. Summary AND ANALYsis OF Pusiic uTILITY Lono-Term Dest Issues OrFERED PRIVATELY, THIRD QuaRTER 1944 





Company and Issue 
(A) 


Coupon 
Rate 
(B) 


Principal 
Amount 
(C) 


Maturity 
Date 
(D) 


Month of 
Offering 
(E) 


Offering 
Price 


(F) 


Offering 
Yield 
(G) 





Home Gas & Electric Co. 
First Mortgage 


Providence Gas Co. 
First Mortgage 


Central Electric & Gas Co. 
Mortgage Bonds 


Central Telephone Co. 
Mortgage Bonds 


Derby Gas & Electric Corp. 


Illinois Commercial Telephone Co. 
First Mortgage 


Petersburg & Hopewell Gas Co. 
First Mortgage 


Total or Weighted Average 
Total (Excluding issues for which 
data are not available) 





% 


$ 


850 ,000 


3,300, 000 


2 ,000 ,000 


3,100 ,000 


1,450,000 


5 ,750 ,000 


200 ,000 








16 ,650 ,000 


15 ,800 ,000 








July 


July 


August 





% 


1 








1 Information not available. 


Taste III. Summary AND ANALYSIS OF PREFERRED Stock Issues OFFERED THIRD QuaRTER 1944 





Company and Issue 


Dividend 
(B) 


Principal 
Amount 
(C) 


Month of 
Offering 
(D) 


Offering 
Price 
(E) 


Offering 
Yield 
(F) 





Idaho Power Co. 
Pfd. $100 Par 


Mississippi Valley Public Service Co. 
Cum. Pfd. $100 Par. 


Montana-Dakota Utilities Co. 
Cum. Pfd. $100 Par 


New Orleans Public Service, Inc. 
Pfd. $100 Par 


Empire District Electric Co. 
Cum. Pfd. $100 Par. 


Gulf States Utilities Co. 
Pfd. $100 Par 


Indiana & Michigan Electric Co. 
Cum. Pfd. $100 Par 


Northern Indiana Public Service Co. 
Cum. Pfd. $100 Par 


Ohio Edison Co. 
Cum. Pfd. $100 Par 


Total or Weighted Average 





% 
4.00 


5.00 


5.00 


4.75 


5.00 


4.40 


$ 
6 ,058 ,700 


1,500 ,000 


2 ,089 ,450 


7,779 ,800 


670 ,000 


12 ,000 ,000 


12 ,000 ,000 


3,469 ,200 


18 ,000 ,000 








63 ,567 ,150 





July 


July 


July 


July 


September 


September 


September 


September 


September 





102.00 


104.00 


99.00 


106.50 


102.00 


106.00 


103.125 


103.50 


103.00 





% 




















Book Reviews 














ay 


Cities of Latin America. By Francis Violich. 
New York: Reinhold Publishing Corpora- 
tion, 1944. pp. 241. $3.50. 


This comprehensive report by a planning 
technician should go far to broaden our 
understanding of the urban problems of 
both of the Americas, for it is a record of 
the contrasts between the continents as well 
as those within the Latin American republics. 
The following brief illustrates the views of 
the author as expressed in this extraordinarily 
interesting and informative book. 

There are four major ways in which Latin 
American cities differ from ours: (1) In 
their age since settlement—Latin America 
had a long tradition of planning behind her 
when cities in the United States were just 
beginning to be built under the impetus of 
speculative land booms. (2) In their uneven 
economic and industrial development, due 
to the need of exporting to world markets 
rather than producing for the needs of the 
people. (3) In the concentration of popula- 
tion in a few major urban areas in contrast 
to a relatively over-all distribution. (4) In 
the strong influence from Europe which is 
, still predominant in the cities of Latin 
America, and which is only an echo in the 
States. 

The problems of the Latin American cities 
are physical, economic, social and political. 
Recent growth has been uncontrolled on 
sites that in some cases (La Paz, Rio de 
Janeiro) were unsuitable for such great ex- 
pansion. Transportation is inadequate. 
Information on present conditions frequently 
does not exist. If planning is to be successful, 
a complete compilation of information about 
the problems of a physical nature must be 
made. Speculative building in those coun- 
tries which are experiencing a building boom 
(Mexico, Colombia, Bolivia) has caused 
problems similar to those in the United 
States. Two basic conditions must be changed 
before the process of democratic planning 
can become effective—the income of the 


masses must be elevated and the base of 
education must be widened. 

Housing is one of the most important 
aspects of city building, and two-thirds of 
Latin America lives in slums described with 
vividness by Mr. Violich. Clearance and 
rebuilding of these areas would help to 
correct the warped economies of the re- 
publics; yet, with an improvement in housing 
must come education in standards, a raising 
of wages, and a development of the building 
industry and of skilled technicians. 


However, much has been accomplished by 
Latin American city builders and the author 
compares the progress made by various re- 
publics in detail—city, regional, and state. 
He finds that, in view of the complexity of 
her problems and the turbulence of her his- 
tory, Latin America has actually done more 
for her cities than we have. Because each 
Latin American country has different char- 
acteristics, programs differ. Some have na- 
tional programs (Chile, Brazil, Ecuador, Bo- 
livia); in some the initiative has been taken 
by cities (Mexico, Colombia, Guatemala). In 
the absence of an organized real estate and 
home-building industry, and where there is 
no national legislation, middle-class housing 
has sometimes been undertaken by semi- 
public banks and private institutions. In some 
cases, social security funds have been used to 
finance housing. In relation to the volume 
needed, little low-cost workers’ housing has 
been built. 

The war has opened a new period in the 
development of Latin American technical 
and social planning. There are enormous 
opportunities for doing the job that has not 
been done during four hundred years of 
European domination. At this turning point 
we find two new trends of thought—shifts 
of focus. First, there is a shift to emphasis on 
local needs and resources. The trend to- 
ward development for economic independ- 
ence had already started and has become one 
of the main objectives of Latin America in 
the war. ? 

The second is a shift in focus from Europe 
to the United States. The Latin Americans 
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want the kind of assistance that will allow 
them to raise their standard of living and 
achieve a democratic freedom. They feel 
that we have experience to offer them in the 
technical and industrial fields. 

On the other hand, we can learn much 
from the Latins. ‘‘With nothing like the 
wealth and resources of the United States, 
Latin technicians . . . are building cities 
which outrank ours in the use of imagination 
and the provision of facilities for rich social 
living.” We can make better use of our 
waterfronts, of our areas of recreation; we 
can act with more boldness in planning our 
own rebuilding program. We can also learn 
from the Latins by studying their policies 
on use of public lands for the good of the 
people. 

At the same time the Latin Americans 
are behind us in technical skill and industrial 
advancement and feel that the greatest aid 
we can offer them is in these fields. Mr. 
Violich has listed ten ways of achieving the 
objectives of a well-rounded program of city 
and regional planning. His proposals are 
predicated on the belief that solution of the 
problems requires two-way cooperation and 
are based on the principle that we have as 
much to learn from the Latins as they do 
from us. It is predicated also on the belief 
that private group action in matters of Inter- 
Americanism counts for more than does 
official governmental action. 

He feels that “‘we have it in our power to 
look ahead and build cities worthy of free 
men,”’ if we utilize all the resources available 
in the reconstruction of the cities of the 
Americas. ‘Where the past has been an 
age of colonization, invention, and ex- 
ploitation, we may now embark upon a 
period of intensification, stabilization, and 
cooperative understanding.” 

There is appended a bibliography, and a 
list of Latin-American technicians, and a 
good index. JAcoB CRANE 
Urban Land Development Director, 

National Housing Agency 
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Financial Accounting (A Distillation of Ex- 
perience). By George O. May. New York: 
The Macmillan Company, 1943. pp. 265. 
$3.00. 

-Here is a book which should be read by all 
who are seriously interested in understand- 
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ing accounting. Mr. May draws from his 
experience numerous ‘“distillations” that 
help to explain present-day accounting. 
Historical development, the conflict of op- 
posing theories and of different ends, the op- 
position of current practice to that which 
would sometimes appear to be more de- 
sirable, the determinative influence of va- 
rious, interested authorities, etc., are brought 
together in such a manner as to reveal 
financial accounting to be the resultant of 
numerous forces. The treatment is focused 
both upon accounting as a whole and upon a 
number of specific sub-topics: depreciation, 
inventories, liabilities, income, statements, 
regulations. 

Mr. May sees clearly that accounting is a 
limited thing and that it frequently en- 
counters difficulties because of the out-of- 
bounds utilities which its enthusiasts too 
frequently ascribe to it. Accounting, as it is 
practiced, is not an all-purpose thing; it 
does not serve all of the uses to which it is 
put equally well. In fact, under certain 
circumstances it may actually be misleading. 
It is necessary, therefore, that both ac- 
countants and the public understand these 
facts. Mr. May is to be congratulated upon 
the clarity with which they are set forth. 
Traditional accounting is, in the main, an 
historical account of transaction experiences. 
Certain exceptions are accepted but these 
are understood and allowed for. 

There are purposes other than the usual 
orthodox ones which would be better served 
by the use of current values, but May be- 
lieves that generally it would be difficult to 
provide information of this sort with any 
degree of reliability. He suggests, however, 
that current information may well be sup- 
plied on an “extra-informational” basis 
whenever it is practical to do so. 

May is also to be commended because he 
perceives the extent to which accounting 
results are limited by the contrary-to-fact 
assumption that the value of the monetary 
unit remains stable. 

The recent shift in accounting emphasis 


‘ to earnings and their use in determining 


capitalized value apparently meets with 
approval. It is not evident that May sees 
as clearly as he sees other accounting limita- 
tions that a non-uniform, conventionalized 
accounting has great limitations in this 
respect also. Earnings and capitalized value 
have greater meaning from the standpoint 
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of the relative and the comparative, rather 
than from the standpoint of any absolute. 
The very use of a market capitalizing per- 
centage confirms this. Differences resulting 
from variations in accounting applications 
are meaningless until they are reconciled in 
terms of the logically desirable. Earnings 
would have more meaning for purposes of 
capitalization if they were computed on the 
basis of current rather than historical data. 
May advances the thesis that accounting 
rests upon convention—that it is “the product 
of experience rather than of logic.”” Running 
throughout the book is the apparent as- 
sumption that there is a gap between the two. 
The book itself, however, is a partial refuta- 
tion of this thesis; it is replete with illustra- 
tions of the application of logic and the 
denial of a convention. Many of the com- 
mittees through which May acquired a 
part of his “distilled” experience were de- 
signed to find better ways of doing things by 
thinking them through. It would be of 
advantage to the future of accounting if it 
could consciously be granted that accounting 
is something that can be improved by think- 
ing; that the end which is required to be 
served is social welfare and not convention. 
Such an approach would definitely place 
accounting on the road marked progress. 


GeEorcE R. HusBAND 
Professor of Accounting, 


Wayne University 


Airports and the Courts. By Charles S. Rhyne. 
Washington, D. C.: National Institute of 
Municipal Law Officers, 1944. pp. 222. 
$5.00. 


This study is devoted to the legal problems 
in the airport and aviation fields which face 
the legal officers of American municipalities. 
New legislation and new court decisions are 
needed in order to meet the problems raised 
by the present “air age.”’ All the decisions of 
state and federal courts bearing on this sub- 
ject are presented and analyzed. The follow- 
ing matters.are dealt with: airport acquisi- 
tion; condemnation of property for airport 
purposes; airport leases; regulation govern- 
ing use of airports; taxation of airports; 
damage claims against airport owners and 
operators; air space rights of aviators and 
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landowners; and airport zoning. The pro- 
tection of airport approaches from dangerous 
obstructions is no doubt the outstanding legal 
problem relating to airports. Federal and 
state courts have held that the zoning of 
areas adjacent to airports used by the 
general public can be carried out by state 
and local governments in the exercise of the 
police power. The author does not fail to 
point out that zoning laws and ordinances 
are designed as a future protection. Existing 
airport hazards can be removed through 
condemnation proceedings. One of the 
most interesting chapters is that which deals 
with the theories of air space rights. The 
substance of the courts’ decisions is that 
ownership of air space does not exist. The 
nuisance theory is best adapted to protect 
the landowner against actual damage. The 
book is especially valuable because of the 
table of court decisions. 
Henry R. TRUMBOWER 

University of Wisconsin 


ay 


Understanding New Kealand. By Frederick 
L. W. Wood. New York: Coward- 
McCann, Inc., 1944. pp. 267. $2.75. 


Mr. Wood has distilled an excellent inter- 
pretation of the social, economic, political 
and physical forces that have shaped and 
are still shaping the pattern of life in New 
Zealand. The book is not designed for 
specialists in labor relations, in land utiliza- 
tion or in race relations, but all specialists 
will gain a great deal of insight into their 
own field by seeing the relationship that it 
bears to other segments of the society. The 
more general reader will find a fascinating 
story of how a modern progressive society 
developed, the problems and conflicts which 
still remain to be solved, and how rain, grass 
and livestock tied a new country to an old. 

The book first gives one a broad back- 
ground of history. The colonization by the 
British in the early nineteenth century, the 
conflicts of pioneers with missionaries who 
wished to protect the Maoris, the establish- 
ment of the Colony and broad political 
development up to the present are sketched 
in the first chapter. The much earlier history 
of the Maori civilization, its. adjustment to a 
new and harsher climate, and even. more 
difficult. adjustment to an aggressive new 
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population is told with insight and sympathy. 
Then follows a chapter on geography and 
economics and one on the social organiza- 
tion which reveals a strange local provincial- 
ism associated with national pride and world 
contacts. 


Following this background, which gives 
one the feel of knowing a good deal about 
underlying forces, are a series of chapters 
dealing with the providential march of 
social equality, government, farming, in- 
dustry, education, gentle arts and the 
Maori people. These more detailed analyses 
are then followed by three chapters which 
show New Zealand’s relationships in world 
affairs and the impact of the war on her 
economy and ideas. The book closes with a 
beautiful prose picture of how a New Zeal- 
ander sees his country with its deep forests 
and high mountains, its native birds and 
trout fishing, its sense of ethical values and 
incurable habit of gambling. 


Any student of contemporary social and 
economic problems in this country will find 
that a clear picture is given of how New 
Zealand has attempted to solve very similar 
problems. Before reading this book I heard 
Walter Nash explain to a small discussion 
group how the New Zealand farmers had 
refused to accept the responsibility of de- 
termining the prices of agricultural products 
and had delegated this to a board. The 
farmers wanted price stabilization and, of 
course, high prices; but they recognized 
that they could not determine prices. This 
same point of view, so diametrically opposed 
to our parity price concepts, is based upon a 
whole series of factors such as dependence 
upon export outlets, the individualism and 
independence of groups who want to 
stand on their own feet, the fact that the 
economy is small and a large subsidy to 
agriculture through high prices would place 
excessive burdens on other segments of the 
economy, and a very realistic understand- 
ing of basic economic relationships. It is in 
revealing these interrelationships and springs 
of social action in New Zealand that the 
book becomes an exceedingly valuable addi- 
tion to the literature dealing with social 
planning. 


In addition to being well and interestingly 
written, the book contains an insert of 
twenty-four pages of photographs, an ex- 
cellent discussion of the most important 


books on New Zealand, and an adequate 
index. 
ARTHUR C. BUNCE 


Board of Governors of the 
Federal Reserve System 


ay 


Palestine, Land of Promise. By Walter Clay 
Lowdermilk. New York: Harper & 
Brothers, 1944. pp. 236. $2.50. 


Dr. Lowdermilk has for twenty years 
‘“‘read the impact of past civilizations on the 
lands of China, Korea, Japan, Europe, North 
Africa, South Africa, the Near East, as well 
as our own beloved country.” With this 
background superimposed on a Rhodes 
Scholarship and a Ph.D. in forestry and 
geology, he spent three months in Palestine 
in 1939. Like so many of the scientists of 
the Department of Agriculture, he is ulti- 
mately a humanist, concerned with the land 
for what it means for people. This small 
book is thus a fascinating document of the 
transformation of a conservationist and soil 
scientist into a Zionist. For many, it is the 
most compelling kind of document because 
it is grounded on no preconceptions or biases 
other than what the earth records dictate. 

It seems clear that classical Palestine sup- 
ported several times the present population. 
The agricultural archeologist can find the 
record of the causes: a thousand years of 
careful husbandry involving terracing, fores- 
try, and other conservationist practices 
maintained alike by Jews, Romans, and 
Byzantines, ending only in the Eighth 
Century A. D., when nomad Bedouins 
overran the land. “It is estimated that over 
three feet of soil has been swept from the 
uplands of Palestine since the breakdown of 
terrace agriculture.’ | Yet modern soil 
science gives us courage to believe that the 
ravages of a thousand years can be made 
good: We have the technology, the project 
is economically feasible, and the govern- 
mental machinery has been forged in our 
own Tennessee Valley. A Jordan Valley 
Authority is the vehicle through which 
Palestine’s promise can be brought to 
realization. 

Dr. Lowdermilk makes the problem of 
Palestine more vivid to me than any one 
else has made it by stressing the remarkable 
likeness of the earth forms, climate and flora 
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to those of Southern California. There 
are the parallels of rainy and dry seasons, 
the humid winds swept off western waters by. 
prevailing westerly winds and losing their 
moisture against inland mountains, with 
resulting deserts on the eastern sides of the 
ranges. The Colorado River and the Jordan, 
the Salton Sea and the Dead Sea, Mount 
Baldy in the San Gabriel Mountains and 
Mount Hermon, the San Bernadino Moun- 
tains and the Jebel Druz, the Santa Ana 
valley and the Palestinian Maritime plain 
all present striking similarities. ‘Moreover, 
the Jordan Valley offers opportunities for 
developing as unique and remarkable a 
power project as Boulder Dam and the Los 
Angeles Aqueduct, but at a much lower 
cost.” Geologically, Palestine is more fav- 
ored because its limestone formations absorb 
the winter rainfall and issue it as great 
springs in the depths of the valleys, unlike 
California’s impenetrable rocks. The level 
of water seems the same in wells that are 
two thousand years old: ‘‘We know that the 
climate and rainfall have remained essen- 
tially the same in this region for several 
million years.” 

Dr. Lowdermilk is constantly able to 


buttress his arguments by references to 


parallel experiences: ‘““The practicality of 
using flood waters to irrigate the Negeb is 
confirmed by successful American experi- 
ences in Southern California.” Land costs 
are “much more than the same type of land 
would sell for in Southern California.” 
‘These measures remind us of how culti- 
vated outwash fans in Southern California 
must also be protected from torrential 
winter rains.” If I stress this aspect of the 
book, it is only because it has helped me 
more than anything I have read or heard to 
visualize the problems of Palestine and to 
feel confident that he is talking about 
realizable and practical proposals. 


Considering the Jordan River develop- 
ment, Dr. Lowdermilk canvasses every aspect 
of this multiple purpose project—from min- 
eral extraction from the Dead Sea and in- 
dustrial uses of electric power to irrigation 
(a la Grand Coulee) by pumping water over 
the mountains to the Plain of Esdraelon. 
After his visits to the colonies established in 
the last fifty years where in cooperative 
undertakings the Jewish pioneers have re- 
claimed malarial swamps and eroded hill- 
sides, he has become confident that the 
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project can be made to succeed. “Jewish 
settlement in Palestine is one of the very 
few instances in which European coloniza- 
tion has raised the standards of the native 
population.” 

In this brief review it has not been pos- 
sible to convey adequately the closeness of 
reasoning and the breadth of thinking which 
lead Dr. Lowdermilk to estimate that 
Palestine could absorb four million refugees 
from Europe above the 1,800,000 Jews and 
Arabs who now live there. 


CHARLES S. ASCHER 
New York City 


The Field Seed Industry in the United States. 
By Frank Victor Beck. Madison: Uni- 
versity of Wisconsin Press, 1944. pp. 
230. $3.00. 


This book should serve as a beginning for a 
series of studies on seed production and 
marketing in the United States. Such 
studies should inspire a continuous collection 
and publication of production and price 
data. Ten types of biennial and perennial 
meadow and pasture seeds are covered as 
far as data are now available. Annuals 
such as rape, vetch and peas are not in- 
cluded. 

Early colonial history respecting field 
seeds are reviewed as an introduction; then 
available statistics are reviewed to show the 
limitation of data available and the problems 
and confusion which have confronted the 
seed trade. Fluctuations in acreages and 
yields and the by-products and _ supple- 
mentary nature of field seed production are 
shown to be problems affecting adversely 
orderly procedure in marketing. . Geo- 
graphical fluctuations in demand as well as 
in supply add still more to the perplexities 
of dealers. Short seasonal demands add 
further to the risk in carrying seeds from 
harvest time and often from year to year. 

Wholesale price quotations have recently 
been compiled for many years and their dis- 
play in this book should be of value to all 
who trade in these seeds. An effort has been 
made to show relationships of seed prices 
to the prices of other farm products. Prices 
of milk and prices of pasture and meadow 
seeds show considerable relationship. Prices 
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of the seeds fluctuate with the large trend 
in the general price level and during war- 
time attain extremely high levels. Seed 
regulatory measures are traced briefly as are 
trade barriers, tariffs, etc. 

The Field Seed Institute of North America 
together with the government are proceed- 
ing to improve the statistical background for 
the seed trade. Various methods are dis- 
cussed for forecasting yields and acreages of 
clover and other field seeds. For example, 
the condition of crops such as barley can be 
used as an indicator for the yield of timothy 
seed. 

Maps showing surplus-producing areas 
for these seeds are clear and well done. It is 
brought out that field seeds are traded ex- 
tensively among farmers whose production is 
usually limited to a few bushes per farm. 
This feature of the market makes estimates 
of probable local demand by retailers ex- 
ceptionally hazardous. Cleaning and carry- 
ing charges, together with price risk, have 
made wholesale margins wider than those 
of retailers. Statistics on imports are given 
in table form for the years 1907-40. Export 
figures are given for the years 1885-1940. 


In general this book is a handbook of in- 
formation on ten field seeds. The table of 
contents is exceptionally clear and well 
arranged to permit finding any desired 
classification of the contents. The only 
criticism is that it should cover annual field 
seeds as well. This book should stimulate 
similar activity along the line of garden 
seeds which are becoming a large business 
in Idaho and some other western states. 

The reviewer is convinced that the lack of 
a body of information of this kind and of 
current crop reports has made the seed 
business hazardous for dealers and growers 
alike and has limited competition in com- 
mercial areas to a few dominant dealers. 
Growers have had no means of comparing 
their prices to that of wholesale and retail 
prices. Only with the formation of seed 
growers’ cooperatives and of farmers’ supply 
cooperatives have farmers discovered the 
width of handling-margins. With only a 
portion of these margins going to growers, 
seed production will probably be stimulated 
to increase the supply and eventually to re- 
duce prices to consumers. High quality 
can also be rewarded and poor quality 
penalized. It is doubtful if, in any other field 
of agriculture, cooperation can pay such 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


handsome financial rewards and social bene- 
fits, and can result in so much conservation 
of the farmers’ energy and soil. The author 
should be congratulated for arming everyone 
in the seed trade for greater efficiency. 


Paut A. EKE 
College of Agriculture, 


University of Idaho 
UE 


PIS 


State Taxation of Metallic Deposits. By Warren 
A. Roberts. Cambridge, Mass.: Harvard 
University Press, 1944. pp. 393. $4.50. 


The field of mine taxation is so rich in 
economic and political problems, and in 
illustrations of economic principles, that the 
limited lack of adequate literature about it 
seems extraordinary. Professor Roberts’ 
book explores this field and his work will 
provide stimulating reading for economists 
and political scientists generally. 

The author states, as his main purpose, 
“the study of democratic government, and 
of the ways in which, given the type of free- 
dom enjoyed in few of the countries of the 
world, men may smoothly and speedily 
arbitrate their differences.” More specifi- 
cally he depicts the play of political forces 
which influence mine-tax legislation and 
administration in the states. Relatively 
large and profitable companies owned by 
nonresidents are especially vulnerable po- 
litically: They cannot vote, they have little 
interest in government services, and in many 
districts they provide the principal portion 
of the tax base. They have the advantage of 
social prestige and effective leadership, and 
they use the weapons of propaganda and 
sometimes “‘pecuniary pressure.” (The latter 
is preferable to violence and, if not to be 
condoned, at least can be understood.) 

The author seeks to describe the results of 
mine taxation in terms of an equilibrium of 
political forces. ‘“‘As the economic effect 
of the tax becomes more doubtful and the 
actual or threatened cost to the beneficiary 
equals the utility of the tax itself, the bene- 
ficiary limits his demand for public services, 
or turns elsewhere for revenue, even to 
himself.” The interests of local groups may 
be pitted against those outside the mine 
district (state versus local tax). Obviously, 
the political factors involved in mine taxa- 
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tion have a wider application in the whole 
field of public finance. 

The author minimizes the possibility that 
political groups may seek a common end of 
justice and the social good. The field, ac- 
cording to him, is one of unmitigated self- 
seeking and warfare. This may lean too 
far in the direction of “realism,” but the 
author’s contribution in depicting political 
competition and balance of power is first-rate. 

The author is not equally successful in 
analyzing the economics of mine taxation. 
He analyzes the income from mines and finds 
it composed of costs, rent, quasi rent, and 
profits. Rents may seem to be a surplus 
especially amenable to taxation, but this is 
subject to the qualification that there must 
be an incentive for new prospecting. He 
considers factors determining the volume of 
output and the bearing of taxes on conserva- 
tion through the effect of levies on the 
profitability of marginal mining. But there 
appears nowhere an incisive treatment of the 
effect of the various types of levies on prices 
(incidence) and their relative effects on 
marginal mining. 

Ad valorem taxes are criticized for their 
uncertainty in administration and the author 
expresses a preference for some form of 


gross-net tax. But it is not explained how the 
level of a gross-net tax can be properly de- 
termined without at least equal uncertainties 
arising. 

Much of the book is devoted to case 
studies of mine taxation in the principal 


mining states. The studies contain much 
dramatic episode; they make good reading 
and are well and objectively done. 

On the whole, the study is a commendable 
contribution, particularly in its illumination 
of power politics in the tax field. 


Haroip M. Groves 
Professor of Economics, 
University of Wisconsin 


ay 


A Development Plan for Puerto Rico. By Na- 
tional Resources Planning Board (Frederic 
P. Bartlett, Louis Sturcke, Jr., Donald F. 
Griffin, Brandon Howell). San Juan, 
Puerto Rico: Insular Procurement Office, 
Puerto Rico Planning, Urbanizing, and 
Zoning Board, 1944. pp. 66, 25c. 


Widespread concern over the fact that 
population in Puerto Rico is increasing far 
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beyond the resources makes this analysis of 
the problem and the proposal of a develop- 
ment plan particularly timely. ‘The problem 
of Puerto Rico has been examined and re- 
ported on many times before. All reports 
point out that the land available for culti- 
vation is limited to approximately 1 million 
acres, or about one acre for every two per- 
sons; that improvement of production has 
been insufficient to support adequately an 
increasing population, yet population has 
doubled since 1900 and is increasing at the 
rate of more than 30,000 per year. 


Before 1941, the authors indicate, Puerto 
Rico was becoming increasingly tied to the 
United States by export and import trade 
and was therefore becoming less self-suffi- 
cient. War may reverse this trend for, with 
decreased imports, some agricultural land 
has of necessity been devoted to low cash 
value, but mostly to high food value food 
crops for home use instead of to high value 
export cash crops. Likewise, the war has 
encouraged development of some small 
industries using local materials to supply 
local necessities. Nevertheless, as the report 
shows, acreage in farms has declined due to 
erosion, drought, hurricane damage, and 
abandonment of land unsuited to cultivation 
and extension of nonfarm uses. A great part 
of the land is low in potential productivity 
and about three-fourths of it should have 
intensive practices for long-time maintenance 
in production. 


At the same time, land in farms is being 
used more intensively, and production, par- 
ticularly sugar cane, has greatly increased in 
the past 40 years. Sugar cane is the basic 
money crop around which much of the 
island’s economy revolves, comprising over 
one-fourth of the crop acreage and repre- 
senting the best agricultural land. While it 
is produced on many small farms, the bulk 
of the cane production is centered on a 
relatively small number of large plantations. 
Other crops in order of acreage include 
coffee, corn, sweet potatoes, beans, tobacco, 
rice, vegetables, and cotton. The livestock 
industry is also important for production for 
local use, but because of scarcity of open 
pasture land, lack of knowledge of animal 
husbandry under tropical conditions, and 
means for development of brush lands for 
pasture, there has been little increase in 
livestock. Since the best lands and most 
attention have been devoted to sugar cane 
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and the smaller farmers who grow the bulk 
of the food products possess only limited 
means and skills, food crop yields are not as 
high as the average for the United States. 

From their analysis of resources, income 
and people, the authors conclude that the 
problem of Puerto Rico is based on three 
interacting factors which form a vicious 
circle of cause and effect. These factors are 
poverty, discouragement, and the increase in 
population beyond the means of support. 
They point out that if poverty and dis- 
couragement can be appropriately reduced 
by increased income, better living conditions, 
and adjustment of population growth to the 
available resources, a good beginning would 
be made in the solution of the whole problem. 
The first step in the solution of the whole 
problem would be to stabilize the political 
status of Puerto Rico. Four possibilities are 
discussed: (1) independence, (2) statehood, 
(3) present colonial status and (4) voluntary 
federation or dominion status. It is pointed 
out that, under either independence or state- 
hood, questions of mutual responsibilities 
and varying self-interests automatically help 
solve themselves; but under the indefinite 
colonial status in which Puerto Rico now 
finds itself, the question of mutual responsi- 
bilities and powers must be consciously de- 
termined by the United States with whatever 
collaboration the Island can give. An at- 
tempt is made in the report to set up the 
financial and social considerations and re- 
sponsibilities involved under independence, 
statehood, the present colonial status, and 
voluntary federation dominion status. From 
the discussion in the report, voluntary federa- 
tion appears to have advantages to both 
parties to the contract. Puerto Rico could 
plan its own future and could arrange to 
continue its profitable trade with the United 
States without risking immediate loss of 
income; but the United States would no 
longer underwrite continued expansion of 
population. However, it is concluded that 
purely pecuniary considerations are not the 
sole criterion; to some extent, responsibility 
for one’s own destiny is worth values which 
money cannot buy. 


The goals to plan for are examined. Chief 
among these are minimum food, clothing, 
housing, and health standards adapted to 
Puerto Rico. This examination indicates that 
achievement of these minimum standards 
would call for doubling the income of 300,000 
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of the Island’s 350,000 families and, in addi- 
tion, providing for a net increase of approxi- 
mately 6,000 families a year. 

In outlining a plan for Puerto Rico’s reha- 
bilitation three basic means of attacking the 
problem of want and higher standard of 
living are examined. The first means named, 
that of increasing the total amount of federal 
assistance, is rejected. Further continued 
reliance on outside help except during real 
emergencies is considered unrealistic and 
undesirable since such help may only ag- 
gravate the problem by not encouraging 
needed local reforms, expansion of resources, 
or adjustments in population to resources, 
and may prevent the development of a feeling 
of self-reliance and responsibility prere- 
quisite for attainment of other objectives. 


The second approach to the problem is 
that of increasing the productivity of the 
Island’s land, capital and labor, for any 
deficit area should first utilize all its own 
resources, including its labor to the fullest 
extent, before calling for outside assistance. 


Among the report’s more outstanding pro- 
posals for increasing productivity are: (1) 
Intensification of the use of fertilizers, con- 
servation practices, improved crops, and 
modern machinery on the arable area. With 
increased mechanization some land now used 
to produce feed and pasture for draft animals 
could be used for local food crops. (2) Pro- 
duction of more food crops with less de- 
pendence on outside areas. This could be 
done by a fuller use of labor throughout the 
year, more intercropping, irrigation, drain- 
age and clearing of suitable lands not too 
costly to develop. (3) Encouragement of 
production of livestock and livestock prod- 
ucts by development and improvement of 
more pasture lands in nonarable areas, 
making use of local grasses, using local 
materials for concentrates including feeding 
molasses, use of trench silos in suitable 
areas, and development of local breeds of 
cattle adapted to Island conditions. (4) 
Development of woodlands to produce forest 
products for local farm needs, such as wood, 
charcoal, stakes, posts, poles and lumber for 
furniture and buildings. 

Much also depends upon a system of land 
tenure which will encourage the growth of a 
body of small farmers with an interest and 
stake in their own land. The desire for land 
is very real, as indicated by recent legislative 
action. The Land Authority Act of the 
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Puerto Rican Legislature provides for a 
wider distribution of land ownership yet 
with some of the advantages of skilled 
managership and machinery for special crops 
requiring large-scale operations such as 
sugar cane. It does this by setting up small 
lots. for agricultural wage earners, and by 
providing proportional benefit farms where 
it appears unwise to divide the land required 
for efficient production of commercial crops. 
The Land Authority Program has been sup- 
plemented by that of the Farm Tenant Pur- 
chase Program of the Farm Security Ad- 
ministration which has developed family- 
sized farms for production of food and feed 
crops along with crops for cash income. The 
land improvement work of the following 
agencies is important also; Water Resources 
Authority, Federal and Insular Forest Serv- 
ices, Soil Conservation Service, and the 
Puerto Rico Reconstruction Administration. 
While these programs have been in operation 
only a few years, the results appear promis- 
ing. The authors suggest that these programs 
be expanded and continued. 

The third approach suggests ways the 
people may be adjusted to the resources 
available and their planned expansion, and 
finally the patterns of income distribution 
are examined for ways to effect a wider dis- 
tribution by reducing payments to outside 
capital and equalizing domestic inequalities. 

Among the important special problems 
that must be dealt with is that of sugar 
exports. Sugar cane production is both a 
political and an economic problem. Pro- 
duction of sugar is protected to some extent 
by the quota system and the tariff. If re- 
strictions should be generally lowered, Puerto 
Rico would lost part of its market since sugar 
can be more cheaply produced by Cuba, 
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the Philippines and Hawaii in the order 
named. 

Coffee, tobacco, and cotton also have pro- 
duction and marketing problems. Increased 
attention needs to be given to stimulation of 
demand for the crops both locally and 
abroad as well as to improved varieties and 
practices in production. Particular attention, 
say the authors, needs to be given to sub- 
stitute crops for coffee, including special hill 
crops such as quinine, grapes, bamboos 
resistant to termites, plants which bear 
essential oils, and insecticides, for example, 
lemon groves and bay for oil and derris for 
rotenone. Improved citrus varieties and 
promising fiber plants need to be planted on 
a wider scale. 

Luxuriant forest growth, usually associated 
with tropical countries, does not exist in 
Puerto Rico. Pressure of population has 
left only poor land areas in forests. Forest 
production could be improved. There is 
considerable demand for wood for charcoal, 
for stakes and posts, crate material, for 
lumber for tool handles, wooden parts for 
vehicles and machinery and building and 
furniture. 

There is a great deficiency in data as to 
minerals. However, it appears likely that 
mining can absorb only a small proportion 
of the population. 

This report renders a distinct service in 
that it not only furnishes an analysis of the 
problems but in addition suggests some 
specific solutions which appear feasible to 
put into action over a reasonable period of 
time. 

Hucu H. Wooten 


Land Utilization Section, 
Division of Land Economics, U.S.D.A. 
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